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ABSTRACT * 

Th^re are three major phases in. the process of 
'community development projected for the San Joaguin Valley's west 
side. The first pha$e involves agricultural experiments using 
'different kinds of crops, agricultural techniques, and ownership 
arrangements* Beginning when enough people have ret urned' to the land 
to create a demand for an expanded town, the second phfise involves a 
population of up to 20,000 living and working on several tens of 
thousands of acres of land* The third phase invovles <the overall 
regional development of the west side. Focusing on strategies for the 
second phase, this' paper set oUt a long-term strategy for rural 
economic development; outlines a program for providing back-up 
Services and the necessary fcommunity-building on the west side and 
discusses how rural communities might be organized and financed,- what 
services they, can provide, and what benefits mi^ght accrue .from the 
development process. Discussed are the: economic considerations 
affecting west side development ; pires^Q t agricultural strategies of 
the' planning groups; prerequisites for new town development with land 
reform; basic ^ffect of land reform; land financing effects; estimate 
of expanded town development costs; economics of profit and nonprofit 
new town development ; financing the rural rfew town; community/local , 
government partnership for the town; aai transition phases—from 
Huron to the rural new town,. (NQ) 
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.'INTRODUCTION , } 1 

/ - ' •• * . 

If there is to be„ significant ^economic and social development 
\ for fa»rmworl^er families in the San. Joaquin Valley, a coordin-. 
* ated land reform strategy wili be necessary. This can grow 
out" of enforcement of the 160-acre limitation clause, of £he 
Reclamation Act, and include programs -'for financial "amj tech- 
nical assistance for farmworkers returning to the land as 
¥ family or cooperative farm owners. » 

However, without major Support service^ for planning and finan- 
v cing urban infrastructure, as weld as agricultural and social 
development , land reform programs have a hijfh rate of failure. 
In this paper we intejvd to set -mjt a linger term strategy for 
rural economic development. We willl outline a program for 
providing these back-up services ana the necessary community-" 
building on the west side of the San Joaquin Valley. We will 
discuss how i^ral communities might be organized and financed, 
what services they can provide, and What benefits might accrue 
• from the development -process . We will be looking, then, at • 
the concept iOf an agricultural-b^s^cl rural new town. . 

There are three major phases in the process of copHrttinity' devel- 
opment we ftave projected for the v w^6 v t side of the San Joaquin 
Valley,* , The £irst phase is similar to t*he Ventnre Strategy 
suggested by The West Side Planning Group. It involves agri- 
cultural experiments on a *fev( thousand acres of land using / 
' dif ferent v kincjs of/jcrbps and agricultural techniques as well 
as different kind&\0T ownership arrangements. These individual 
projects,, can serVe as an educational center that provides the *> 
basis for planning ^psmall village. 'The mechanisms for change 
might include, for; instance, - land trusts and farm credit ser- 
vices iutside commercial channels. , - /•■ 

^ The second phas$ begins when enough pebple have returned to the 
land to create a demand for an expanded town. This phase) 
involves a population of up to 20»,000 living and working! on 
several tens of thousands of acres of land. t ■' p — \» 

The third phase involves the overall regional development ofl 
the west side of the San Joaquin Valley. The focus of this/ 
.paper will be strategies for the intermediate phase -- a plral. 
new town of up to 20,000 people. ^ 
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ECONOMIC CONSlbERATIONS AFFECTING, WEST SIDE DEVELOPMENT 



POSITIVE ECONOMIC FACTORS 

There are a- number of positive economic factors presently 
favoi^g the development of labor-intensive agricultural 
production -in the San Joaquin Valley. These have a direct 
bearing on "the rural new town strategies we will be present- 

in*.. .... ' . • 

*(a) There is a growing volume of agricultural products in 
domestic and worlds trade . An increasing percentage of con:: 
sumer's income is being spent for food and agricultural pro- 
ducts in the United States as well as in other countries. 
In short, demand for food crops throughout the world is 
increasing. ' 

* ** 

One Irocal, indication of this is the prospective development by 
Boeing ai>(J Standard Oil of a cargo port in the. Coalinga-Huron 
area. This airport would function primarily as a shipping 
center sending fresh fruits and vegetables from the Fresno 
area to Asian and oilier "foreign markets, i 

(b) The long* term-l;rend of a failing fajm population is 
leveling off. In the Fresno area, farm population has' held 
relatively steady even during recent years of national decline, 
and 'indications are that, $ie local farm population may even 
incf ease . 

(c) The growth of specialty produce markets, such as organ- / 
ically* grown food, has meant an increasing demand for high 
quality' fruits und vegetables. This can have a-positive effect* 
or^ the national, st&te, and regional agricultural economy. 

(d) Corporate agriculture as a model for production is not 
as efficient as had been thought. ^ The benefits' of corporate 
ownership are, not td be found in efficiency o£ pro^:tion as 
♦much as in tax j pOlicV and control structures. However, the 
corporate hie^rchicaT structure is not particularly well 
suited to agriculture, causing problems at the field manage' 
ment lrfvel. There is even a tendency now for some corporate 
fatm others to consider moving out of production and opening 
up the fields to people who want to work/the land. 

These corporations would tend to maintain market distribirtrah, 
however, contracting otit the actual prdduction. . The Central 
Coast Counties Cooperative Campesina is an example^ of a farm- 
worker owffed-and-ogerated venture that maintains high quality 
production thrdughf family contrQl but markets, f its crop through 



TenneqO. Tenneco offers fhe best and most secure deal for the 
Str^Wbetry^ crop and has an international distribution network. 
Thfcs pattern may well be followed with other specialty crops, 
and maj;, at least initially, benefit both the farm coop and 
♦the cofpotat'e distributor. 

Recent; studies have shown that the vaunte'd economies of scale 
that were projected for corporate agriculture are not holding 
ovejr time. The economies tend to level o^ff at a relatively 
small size, about that manageable, by one or v two farm families 
fQr,most cTo'ps . v Jiuch comparisons depend, however, on the f 
assumed usp of the most ^modern agricultural techniques by both 
corporate and family farmers. ' This^oftjen- implies the sharing 
o£ expensive equipment by several small farmers --a direct 
indication of the need for cooperative associations. The same 
need for. cooperation arises with purchasing,* marketing, and 
financing in o^der for family farms to even attempt to approach 
equal footin£ / v£Lth larger corporate competitors. 

(e) The importance of tax shelters in the agricultural economy 
are diminishing the relative advantage of capital-intensive 

as opposed tV labor-intensive agriculture. As state and 
national legislature's q,lose tax loopholes, farm tax shelters 
for corporate owi^eVs become less of a- coirsiderat/ion than they 
have been. This trend, however, could be reversed at any time. 

(f) Thi^ever- increasing cost of agricultural technology^ is 
working against capital-intensive "farming. Farm machinery is^ 
at once mare nfecessary than ever and becoming prohibitively £ 
expensive. The cost of energy has sky-rocketed, in many cases 
doubling and tripling. Trained operator wages for advanced 
equipment is accelerating . ^ 

(g) The cost of capital* itself has risen precipitously both 
for short and long term loans. f 9 

(h) Taxes on j^roperty and equipment are rising, and so are 
insurance rates. /A ' 



The factors outlined above make capital- intensivf corporate 
agriculture less attractive, and labor-intensive resident; 
owner farms more competitive. This is a very important and 
favorable trend Cor 'the West Side P\ajwxing Group, since its 
constituents are looking initially at labor-intensive farm 
Ownership. * . 



'LIMITS OF LABOR- INTENSIVE AGRICULTURE 

Wo do not not intend to imply by this analysis that labor- 
intensive agriculture jrfr'thc west side of the San Joaquin 
Valley is a panacea-;^ FeV communities would intentionally plan 
a long-term economy based exclusively on the intense hand 
ljabor required in field work. But for the *init ial nor iod of 
land reform and rural development, it appears that hand labor 
can b*e highly productive and competitive with capital-intensive 
agriculture and could be used to great advantage, 

FACTORS IN LONGER TERM PLANNING 

For longer term planning, communities on the West Side should 
no.t base local' economies solely on either intensive hand labor 
or on agriculture in general. As more ai^PrlVpre people become 
involved, there will be a limit to the crops that can be pro- 
duced from the land/;, The small-scale prpducti^itsmodel cannot 
bel mult ipl ied endlessly.' In addition, there arcjtoo many 
•inherent variables in agricultural production -- such as 
climate, overproduction, and market fluctuations --for a 
secure long-term economic base. 

Furthermore, as produce and transportation prices go up/\the 
world market will tend to level off. Importing countries wi 11 
move toward self-sufficiency, and the national market ytill 
decentralize. What looks like a booming agricultural future 
today could reverse itself jn several years as the techniques 
of intensive production .are exported. 

Once the West Side economy has grown and diversified, the 
larger community will eventually have to introduce capital- 
intensive agriculture. . Ironically, productivity per acre will 
be higher in the early, labor- intens ive years than during more 
advanced stages of development. v 

INTERMEDIATE CONDITIONS . 

Nevertheless, for the forseeable future the positive factors 
favoring labor-intensive agriculture will outweigh the nega- 
tive' oT&s for the west Ade of the San. Joaquin Valley. The 
area is 1 strategically located , and it appears -that agricul- 
tural prices ayid demand will continue to rise over the short 
and intermediate term. Solid profits can be made the area 
of specialty crops, truck farming, and such field ^crops as 
cotton, as long, as the^agricul tural program is diversified 
and capable of enough flexibility to anticipate and respond to ' 
fluctuation* in the market. The negative factors will only 
tend to level off*the substantial increases in regional wealth 
that can be secured during thi's period of labor-intensive, 
farming . 
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RAISING LAND PRODUCTIVITY 

• r 

' The general economic conditions and market prospects only serve 
to underscore a fundamental principle of development. Any 

Srogram for land reform has\\to look toward increas ing, the pro- 
uctivity of the land. The economic return to the land has 
to be increased. Therefore, \land for agricultural use and 
development should not be purchased for its present product iv- 

• • < ity'value. If the land is valued at full productivity, it 

will be very difficult, to 'achieve further development in ardor 
to claim, any incremental value. No venture strategy should^bc 
attempted that does not raise the productivity "of the land. 

■\ . 

The economic return from agricultural land cap^bc increased 
in a number of important ways. - ^ 

, (a) Purch&se land that has been used for capital-intensive 
agriculture and has the potential for much higher productivity. 
This can be achieved through truck farming, specialty crops, 
and labor-intensive farming. - * 

Xb) Create technological increases in land value, such as 
greenhouse production. This is highly capital-intensive, but 
greatly increases the productivity of the land. 

(c) Market the produce more efficiently. Fortunate entry into 
the market at a time of peak demand would also increase land 
value. * 

J i \ . ■ 

(d) Plan urban uses for some of the*4and. 'As density and 1 
improvements increase > the value increases. 

(ej Gain access to lower cost capital than that borrowed at 
conventional rates. This might be foundation financing, or 
~ local government financing. Securia^Subs tant ially lower 
• interest rates for capital is equivalent in practice to increas- 
ing the productivity of the 'land. 

(f) Strict enforcement of the 160-acre limitation clause of 
the Reclamation Act for purposes of land redistribution.. The 
act requires* that land using federally financed irrigation 
Water must be sold at its pre-water value. This would essen- 
- 'tially create a differential between the purchase price and 
the market val^e of the land. 

Each of these methods has to be ..looked at differently for the 
various strategies and t ime , horizons of agricultural develop- 
ment. Obviously, the** is no immediate hope, for urban value 
"increases on \the West Side, although the method should be con; 
sider^d in a longer term strategy., On*the other hand, the 
l^bor-intensive means of increasing product ivity is an option 

* . V 11 
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better used now i because it is unlikely that large communities 
con be supported relying only- oil labor ■■ fntens ive ugr t cu I ture . ✓ . 
The major point is that value, as well, as people, nan be brought 
back to the land if- the uses of t lie land are planned for and 
development t s.cont ro 1 led for and by the community. 



PRESENT AGRICULTURAL STRATHU I IUS OP THIi WliST SI Dl! PLANNING CROUP 



The West Side Planning Group has initiated beneficial programs 
and strategies which are moving in the direction of the devel- 
opment goals outlined in this paper. These programs and 
strategics will serve as a firm base . for later and broader 
development programs. 

LOAN AND SUPPORT PROGRAMS 

At present, the West Side Planning (Iroup is acting as a devel- 
opment bank, making 1 cquitv loans to individual farmworker 
families who can then secure . commercial* credit. This is an 
excel leqt .program, capable of estahl ish ing a large number of 
families and cooperatives on the land and providing invaluable 
experience for the WSPG. 4 Since each project is fairly small, 
the WSPG can even observe failures without endangering the 
overall stability of the program. For a reasonable amount of 
money, WSPG can reach a large number of people and can observe 
a wide variety of agricultural and jnarketing problems in real 
settings. The program is mutually reinforcing and beneficial 
for the parties involved. 

WSPG is also developing some expertise in technical back-up 
for these projects/ These equity loan and support programs 
are the most beneficial agricultural related programs WSPG 
has provided - 

LAND TRUST \ f • * 

Another program being initiated by the West-Side Planning Group 
is the purchase of 'several- hundred acres of land itself to gain 
'first-hand experience .in agricultural 'production. WSPG will 
"Tn effect set itself up 3s a land trus-t, then lease off the' 
land for agricultural production to farmworker families. / 

AGRI -VILLAGE - . - .7 

w 

A third concept presently discussed by* the West Side Planning 
Group is the model- new community, or "agri-village similar 
to that being developed by the Central Coast Count ies Develop- 
ment Corporation. Mentioned in the WSPG Venture Strategy/ 
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>^is project: would involve purchase o£ a larger parcel 'of ■ 
^^tend, construction of. housing, and the ^development of some 
^bpsic urban and community services . 9 The project/ would also k 
^e- used as an Experimental t station for some of the WSPG ideas* 

concerning crop productiony governmental structures, and • 

i»stitutionai r arrangements t 

RECOMMEND IONS ^CONCERNING PRESENT PROGRAMS AND STRATEGIES " 

^v*-.-v- / • s ' • .. . . • . 1 

The West Side Planning Group , programs* and strategies outlined 
above should be pursued and expanded. M*he major reason for 
this, besides the\ ob/vious benefits for ■ farmwprker families , is 
that they build a constituency of people on the laftd. < A 
formal mechanism, however, should <fee implemented to coordin- 
ate the activities of families WSPG^ka^ Tie lpe&J^ack onto the 
land. WSPG should encourage cooperative associations among 
the new. farm owners . The purpo^^of the associations should 
be to build a str9ng organization that can fit into a .larger 
strategy for rural development. WSPG constituents will be the 
people .with ^ownership, management and cooperative experience 
who can educate others. An institutional structure is neces- 
sary to keep these .farmers 7 relating to each other so they can 
function as; a social, political, and economic base for any 
future planning and development. 

-* „ • 

While certain present activities such as marketing can bring 
the farmers together, a specific cooperative association is 
required. Farmers should belong to the associations in order 
to qualify "for aid from the, WSPG. Members should communicate 
on a regular ijasis, through meetings and a newsletter. They 
should sha/e information, arid develop other cooperative rela- 
tionships. When the farmers have sufficient economic strength, 
they should develop their own marketing services. 

The farmers in the cooperative association should pay dues for 
internal support'. In addition, part of the loan and lease 
payments to WSPG should be channeled into the association to 
provide additional cooperative support services. A more sub- 
stantial part of the payments might also be funneled directly 
to the farmer association for the opening of a second revol- 
ving fund. The farmers themselves could then make additional 
loans and establish other land trusts.- The intent would be 
t;o ^pin off as much. central control as possible from WSPG to 
the farmers themselves. •- 

Ttfe cooperative association could begin developing some of its 
own technical services. Since at this point WSPG would still 
control most of the money, WSPG should continue to supR«rt 
» technical assistance directly or indirectly. 



-A general, criterion should be worked inttf) the structure of the 
association so that farmworkers who receive loans or lease 
land would have to. meet 'the same standards as set by the WSPG. 
.Farmers from the association should also bp brought back into 
w the WSPG structure. .With cpntinuity between the two groups 
" maintained throughout / the entire WSPG operation might ulti- 
mately be phased into the association of farmers/ This might 
occur at the Same stage of development as the» rural new town. 

Furthermore, we believe that as important as the pr<esent WSPG * 
programs and strategies are, it would be better if these ini- 
tial phases were put within the context of a longer term 
strategy. It is always better to know where .you want to put 

#your major efforts in the future, and then do your initial 
work in £he same are^ if at all possible. With limited 
resources, experimental projects should be located in the* 
region where long term community development is. intended. 
Experience can be gained with experimental projects in many 

\a>*eas, but with larger strategies^ i^vn^nd, scattered programs 
may ultimately only .dissipate thef\ece 7 riomic and political 
resources necessary to develop an. effect itye development program 
involving a self-supporting rural new tpwn. V ^ % 

CONCLUSION * 

The programs and strategies of the WSPG gradually move towards. 
% the^ first phase of rural development mentioned in the introduc- 
tion. They expand from family and experimental Cooperative 
farms^ to the "agri-park 11 or "agri- village . 11 The rural village 
Cjan then either be developed into the rural new town, or' 
maintained as an agri-village for thff larger settlements that 
are developing elsewhere. The smaller 'enclave can act as a 
training center for education, experimentation, and acquainting 
people with the new institutional, social and cultural relation- 
ships of farm ownership and cooperatiort. Central Coast Coun- 
ties, for instance, intends its agri-park as a training center 
specifically to prepdre farmworkers for the responsibilities 
of self -management , ownership of land, cooperative relationships 
and the development of new agricultural techniques. 

The strategies we emphasize in the remainder of this paper begin 
from such an expanding rural enclave. .. •.' 



ECONOMIC FACTORS IN NEW TOWN DEVELOPMENT 



FAVORABLE CONDITIONS FOR- NEW TOWN DEVELOPMENT v ", 

One or more broad economic indications usually- must be present 
in a region to justify new town planning and development. Each 
of these is discussed below within the context of existing 
economic conditions on the : west side of the San Joaquin Valley. 

(1) Market Trewd \ 

Obviously, there is no market^ trend that wo,uld currently jus- 
tify construction of a new town on the west side of ^ the San 
Joaquin Vallpy. The people of the area are not moving toward 
increased urban development , and there is no apparent natural 
trend f*or it to happens - , 

(2) Metropolitan Growth Area 

In the United States,, conventional riew communities are almost 
always planned for metropolitan' growth areas. Only a few have 
been built outside of growth areas, or on the outer fringes of 
them, and they have tended to fail. If a new town were to be 
planned according to natural market conditions, it would have 
to be located in a metropolitan growth area. The West Side is 
definitely not such an area. - 

^(3) Agricultural- Industrial Investment 

Intensive agricultural- industrial investment in a region, such 
as the proposed .cargo airport in the Coalinga-Huron area, could 
justify new town development. This would not be a result of 
local market forces, but an external decision related to - 
national and international markets. The cargo airport, however, 
is still in the early conceptual stages. 

(4) /Major Industrial Investment • 

Another economic reason for new town development would be major - 
industrial investments, related or unrelated to agriculture in 
the area. These might require plant location along Interstate 5 
or highway 99, proximity to' the California' Aqueducl", or connec- 
tion with the central valley rail lines. Corporations might 
locate in the area because it is midway between 'the two major 
Urban regions of California, Los Angeles and San Francisco. 
This would entail presently unanticipated external decisions 
not related to Current local market conditions. 

(5) Public Policy 

Governmental or public policy decisions could -also justify the 
location of new towns. : This is a common reason for their 



development in foreign countries, often as part of a larger • 
urban decentralisation plan. The public policy justification 
for development of the Wpst Side was a dream discussed fre- 
quently in the planning profession of California during the 
1950s and 1960s., Studies r were made of the factory in new 
town construction in^ the. Sari Joaquin Valley, cpnducted from a 
public policy standpoint. This justification would overlap 
with the earlier ones; an economic 'base. would have to^be 
created for the development to succeed. The public would eithe 
have to give incentives to certain industries, or actually 
direct their location iri certain dreas . This would be* .ano.ther* 
external decision, not likely in the forseeable future for the 
West Side. j 1 S^^/ 

C6V Land Reform! . * . 

• ; * ■' / 

None of the previous reasons for new town development" relates 
in any direct way to the strategy arid' intent >of land reform 
and rural community building. Land reform itself , hovfrever , is 
one of those economic J^asons that cpuld* jus tify , the develop- 
ment of, a rui%l new c^inyunity . ' 

The re-distribution ^^land tends to minimize rural poverty, 
minimize the excess labor r force in rural areas, distribute the 
rewards of agricultural production more equitably, and retard 
out-migration to the cities. For example, the economies of 
small farm communities in the Midwest are superior to those in 
the corporate and absentee -owned San Joaquin Valley, where pro- 
ductivity i£ much higher but is accompanied by rural poverty. * 
-and-une mp 1 oyme n t ----- Sine el and is wide ly d i s tribut ed and __Loc ally 
owned in the Midwest, the overall regional economy not only • 
grows with agricultural productivity Mit the increased rewards 
are more equitably spread and this in turn ^xpandfe the local 
economies through the multiplier effect of each doHar ° £ 
increased production. v \) 

If land reform is enforced on the 600,000 acres of the .West - 
lands Water District according to the 4 " 160-acre limitation, 
significant numbers of people Will return to the land. Even 
if the land does not . immediately become more productive, the 
population increase alone would create a demand for develop- 
ment of new or expanded urban communities. The people will 
need services and support systems in the area/ Enforcement 
of the 160-acre limitation ' doesn 1 t mean a new community would 
occur naturally, buj^TT^ertainly would justify the conduc- 
tion^ of one . 

PREREQUISITES FOR ' NEW TOWN DEVELOPMENT WITH LAND REFORM 

If land i:eform did occur on the west side of the San Joaquin 
Valley,, uncoordinated growth- would be the normal pattern of 
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development.- There would be expansion* in Huron and Mendota, .* 
arid crossroads /would tend to become new market centers. But 
in order for the growth to develop into a new community, it 
would have to be intentional, planned, and focused on one or 
two specific /locations V/.-Thi^is the heart of thej strategy 
we will be discrfssing f of the West Side. . : ' _ 

Although en^oqrcemeijt of -the 160-acre limitation would be a 
natural precurser to/construction of a ,new community, it is 
not the only 'factor./ Extensive lan4. reform and, nevtf town •. 
development might bp accomplished; in the valley without, the 
benefit Jbf compliance with the provisions of the Reclamation 
Ac*. LMnd could be purchased, land trusts formed, and land- 
reform /in i t iat e d for a rural community based on 20,000-30,000 
'acres. / The .effect would essentially be outside sppport for 
land /eform , rather than the more natural development ^that 
might occur if the 1902" Reclamation Act were enfojrced 

BASIC EFFECT OF iLAND REFORM . 

With land reform, there wouli be an approximate 
' tion of 5,000 new households, or 25,000 people. _ 
support population might double that figure to 50,000 spread 
throughout the 600,000 acres of the Westlands Wa:er District; 
This is about three times the present population of the area. 
If this population" could be. concentrated,- it would definitely 
provide a* justification for a rural new town. 

While land reform and -rural new town development Wight be 

■accomplished. without.^ 

it should be planned for in the new town development process. 
If arid when the Reclamation Law is enforced on thfe West* bide 
the planning process will have anticipated it, and its ettects 
• can more easily be absorbed into ongoing development efforts. 



et addi.'- 
A growing 



'ECONOMIC EFFFjCT OF WEST SIDE AGRICULTURAL DEVELOPMENT 

A rough estimate of the potential gross income to be derived 
from the agrtcultural use of the land in the Westlands Water 
-District is $500- to $1,000- per ^cre . * Assuming these figures 
hold for all of the 600,000 acres, in the district, the maximum 
.gross income would be $300 million to $600 million annually. 

*Gross saLes^from the land assumes average sales from 
row crops now grown in the area, adding increased productiv-^ 
ity with labor-intensive methods and crops, then generalizing 
the' estimate throughout the district. These 
that the entire district will have access to California Aque 
duct water. 
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Figuring in losses, the estimate for uross sales off the land 
would, be $200 millioh to $400- million per year. / 

The possible return each year to the average farm family from 
the productivity of the land can be between $12,50.0 and $25,000. 
In certain cases,, the land will be more productive than the 
$500 to $1,000 estimate, causing these figures as well to rise. 
We are looking at the potential then of raising farmworker 
family incomes from what they are now to between $12,500. to 
$25,000 p^r famiiy> This assumes the family receives th* 
labor value and the profits from the' land. 

Thus, the value of land, reform in the Westlands Water District 
looks very high. Farmworker *YanuUies. now . earning between 
$3,000 to $4,000 annually, pT^TSfv, welfare , would be .mov,ed into 
middle income status through this, process. Because farmworker 
families are larger than average., however , an income of $12,500 
would still be below the comparable regional median.. It 
should :be noted, however, that incomes in this range are aS 
high or even higher than wages for industrial labor in the 
region u - indicating the .great- value of agricultural land 
reform for farmworker families . . 

: \ a > 

Th^se estimates of financial return are only for the agricul-. 
tural potential of the, Westlands Water District, not for. the - 
supporting, processing and service economies . A very. rough 
estimate of those would- be that they are equal to the agri- 
cultural potential of the local^ecjonomy. r 

ECONOMIC EFFECT OF LAND REFORM ON FARM FAMILIES j 

A major question in , agricul tural economic strategy is the dif- j 
ference to the farmworker families between getting land at 
market prices, at pre-water prices set by enforcement of the 
160-acre limitation, or at Virtually no qost through wholly 
subsidized land reform. - , 

(1) Market Price for Lahd " V •' " 

Assuming that farmers purchase land at a- market price of 
$1,000 an acre, on the aVerage, financing costs would be at • 
least 101, or $10,0 per year per acre ..- The $1 ,000 land .might 
produce an average gross- income Jof $500 to $1,000 an acre in 
sales. About one-third of that/ might be returned to labor 
and the owner, or $175 to $350- 

(2) ' Pre-Water Price for. Land- . ? ' 

Under 160-acre land reform conditions, the land .might cost /as 
little as $300 an acre at pre-wate\ prices . In this case,;the 
yearly capital cost for land would hfi $30 per acre instead/ of 
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the $100 at market price. This would amount to a savings of 
^70 per acre, increasing return to the £afm family by \ 2 0 % 



to 40%/ If/ we assume the average family is getting $1|2, 500 
in net income f roni /the land, this increase based on land pur- 
chases at pre-water prices could produce annual income^ of : 
between $15,000 arfd $17,500 per 'family, 

(3) Free Land 

If farmworker families received the land free they would .save 
$100 in financing costs per acre. 4 That would increase their 
return frop an acre of v laird to between $275 and $450, al30% 
to" 60% increase in return t^> the farm family. Their incomes 
could then be between '$16 , 000 and $20 ,000. 1 1 



LAND FINANCING EFFECTS. . »' / I 1 \ ^ 

An-other major factor in these calculations is land financing. 
Public financing , . or^some other means of acquiring capital, at 
less than the market interest rate, would definitely increase 
thie annual return, to the farm family. For ..example-, if land 
were purchased at the $1,000 per acre level but f inancingnco^ts 
were cut in half, the net effect would be the* sa^e as if the 
land were purchased at only°$500 per acre. This in itsej£\\ 
would represent a 15% to 30% increase in the return to t&e\\ 
farm family. . «* 

v & • • • • • v \\ : 

So there are two critical factors in financing land- refdrm. \\ 

Reduced prices/for, land is onfe. But- reduction in the carrying 

costs for financing land purchases can be just as important* V 

Later in the paper we will emphasize alternative ways o£ secur\ 

ing cheaper capital for land reform and rural new town develop-^ 

ment ; * - \ ' A- • 

CONSIDERATIONS FOR FUTURE STUDIES % ' 

' ' > r . < 

I"n a«y future studies, it will be very important 4 to define the 
most| critical vjariables in agricultural production and new r 
community buflding. These should be defined according to how 
large an impact they have on the farm families' income. The 
risk factors should also be deffined, and how they would affect 
any economic projections. The major variables to check are 
financing, land prices, differentials .in gross sales for typfes 
of crops , secondary employment, and such risk factors as 
weather and market conditions. Additional factors include ' 
guarantees in financing, purchasing and marketing. 

* • 

STATE OF THE U.S. ECONOMY, 1975 

It is also important to ma ( ke a broad disclaimer about economic 
prpjections. The national economy has reached a point where 
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predictions have been made . for general economic instability. 
Obviously, anything we might say about yearly fluctuations and 
risks are minor compared with the macroeconomic condition. 
The combination of soaring inflation with recession is a prob- 
lem within capitalist economic structure that conventional 
wisdom. does hot know how to handle. Assuming pres'ent economic 
conditions continue for any significant amount of time -- three 
years or more --we believe the predictions of general economic 
collapse" may hold true. In terms of land reform .and new town 
planning in the San Joaquin Valley, all bets are 'off. » 

As far as our program is* concerned, however, we will know if 
there will be, economic collapse long before any of our strat- 
egies are implemented. Even the planning -stages are not far 
enough along to be caught short by imminent economic, disaster. 




One positive aspect of the present economic situation is that ' 
we are at the worst possible time to make, general economic • 
projections. Because of inflated interest rates, energy costs, 
and economic uncertainties, any projections made today would in 
effect be conservative, or worst-case, pro ject ions t By. corp- 
trast, the stable 1950s characterized by lower unemploymenjt 
and lower interest rates- would be the most dangerous time 'to 
make long term projections. In other. words, short of general 
economic collapse, almost any program that could work today 
surely would work in the future. . • 1 



R U R A L NEW TOWN DEVELOPMENT 



"GENERAL ASSUMPTION 

In the following review of rural new town , development patterns, 
-we assume that land reform or other major economic change _ 
enables a significant number of people to return to the land 
on family farms or farm, cooperatives . Onder this assumption, 
a number of different community ' forms can develop. 

NO PLANNING \ - 

The first form would occur with basically no planning as 
people returned to the land. A trend] paftern would develop. 
Under. these conditions, the existing towns in the area would 
grow, and new commercial centers would begin at the existing 
Crossroads. In the Westlands Water District, the towns of 
Huron and Mendota probably w,ould receive the major growth, 
while Three Rocks, Cantura Creek and F^ve Points might develop 
into small commercial villages. ' 
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PLANNED DEVELOPMENT' NEW/ OR EXPANDED 



The second pattern would be based on planned development. Any 
•rational planning in the area would emphasize concentration of 
urban and support services. These would be, planned in one of 
two different ways. The /first would be in completely new 
locations, planning virtual new towns in open areas," The 
other would follow already existing trends focusing On the 
towns of Hur.on and Mendo/ta. These would be planned expanded 
towns, concentrating as much as possible of the support ser- 
vices, the light industry, and the agricultural processing 
that would normally locate in the area. ■ . ^ 

COMBINATION OF I^W Am EXPANDED TOWNS f / 

The third pattern would be a combination of the ne^ and expan- 
ded town concepts, and wt>uld*occur oSP&r a longer period of 
time. Initially, planning would center on the towns already 
in the arfea *mtil the local popula£iofr and economy developed 
internal pressures for expansion. Then new areas would be 
established for, £he .overflow growth. In effect, this pattern 
would be the phasing of the expanded town and new town con- 
cepts over time. ^ '<r ~ 

RECOMMENDATION FOR EXPANDED RURAL TOWN 

In terrn^ of this paper and our own ^overview, the most rational 
pattern ^would be- planjTed/c'oricentration of expanded rural towns. 
There is a population base, some support service? have been 
developed, and most of the urban infrastructure has been built. 
•On the West Side, utilities and road systems are built, water 
is available, and most important , towns are located on* rail 
lines, f Basical-ly, access to regional transportation, utilities 
and other services already exists in the area. When' planned 
construction begins* capital outlays' do not have to be made 
for , these services. There are, in addition, other economic, 
financial, and political reasons for expanding an existing . 
town that we will discuss later. 

HURON AS CHOICE £0R EXPANDED RURAL -TOWN 

If the expanded existing town pattern of development is to be 
used, it isjp v mportant to initially focus on only one of the pos- 
sible sites^for development ih- a teg ion. Pending 'further study, 
Huron seems to be the best location. It is the closest town 
in the district to Interstate 5, and is near the developedv 
Coalinga area. The town is very close to the California Aque- 
duct, and has the best agricultural soil condltibns in the 
district.- One drawback to development in the area is that 
Fresno lies more than 50 miles to the east, beyond the range 
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Table A 




Regional Access Criteria for Expanded Rural New Town 



4 



■ \ * O&er 
Railroad .leeway ' Fresrio Town 



Mendota yes 



yes 



yes 



San Joaquin yes 



Irrigation 
Water . • Land 



Other 



20 miles 33 miles Firebaugh* 1 mile 

7 miles 48 miles Coalinga ^ 3 miles 

18, miles 



38 miles 15 miles Madera 

U.S. 99 @ • . 15 miles 
Fresno § • Mendota 

Madera 18 miles 

15 miles 

23 miles 27 miles Kerman. 
U.S. 99 . 16 miles 
.29 miles 



' good to ,Recrea- 
excellent tion ' 
River 
v 

good/ to Coalinga 
excellent Airport 



fair to 
good 



3 miles 



)iir to 
good 



of direct economic reinforcement. Another major drawback is 
the Concentration of land ownership in the Ruron area. The 
three biggest owners of the Westlands Water District '-- 
Southern Pacific, Standard Oil of California, and Russell 
Giffen own almost all of the Huron vicinity. Also, while 
the nearly level terrain is good for urban development, the' 
weak structural quality of the soil may cause foundation 
problems for building. 

NEW AREA DEVELOPMENT AS ALTERNATIVE '\ 

The" alternative- to planned existing town expansion, whicfp we 
will not discuss in detail , i^s new area development. Although 
not connected to existing towns, these projects stilh would 
relate to crossroads, water an^utility access. and freeway 
.proximity. ' The Three Rocks area might be the best location 
in the district for u new town development outside of existing 
towns. Certain regions southwest of Mendota would, also sup- 
port new -cpmmunity development. The one problem with new 
area development in the district is the absence of rail service 
There are no existing rail lines in any of- the open areas, or 
the likelihood of new lines being built. The areas that* have 
access to the railroad are either existing toWns,- or close 
enough to them that expansion of^ the existing towns would he 
the most feasible development plan. 

GENERAL DEVELOPMENT PA'EEERNS FOR THE RURAL NEW TQWN 

There are two basic development approaches to the expanded * 
town concept.- These can be defined as the decentralized devel- 
opment patteri^ arourfrd the existing town, and the centralized 
development pattern around the existing town. The same pat- 
terns could also be used for total new town development-. 

(1 ) Decentralized . 

The decentralized development pattern is. similar to rural new 
communities in Israel (see Diagram A). This is basically a 
star pattern which has^ groups of cooperative and collective 
farms spaced cirt the countryside around a rural-urban cente^ 
of 20,000 to 30,000 people. The center area supplies the 
urban and support services for the agricultural lands around 
it. The farm groups are also patterned on the star concept 
and have their own local trade centers. The decentrali zed 
rural new community groups in turn relate td major regional 
urban centers . 

Within the general -framework of decentralized development, a 
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, Diagram A' v ' -, < Diagram B ■ M 

Decentralized Development, Pattern ( 1 Centralized Development Pattern 
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number o£ variations are possible'.* In terms o£ the 'farm-^ 
workers o£ the San Joaquin Valley, the best pattern would not 
be collective. It might better be based on a system of small 
family plots, with larger cooperative or shared areas 
for field crops where cultivation and harvest depend upon 
group efforts. 

* ■ 

Alternatives for housing would include individual homes on 
the ^individual family plots., or homes grouped together in tfie 
small local villages vrtiere farmers, would return each day from 
the fields . * * 

(2) Centralized / ' 

A more centralized approach would be similar to the pattern 
common during the medieval period in southern Europe (see 
Diagram B) . Population would be centered in a 'fairly dense 
town, which is surroundfed by the agricultural lands . Indi- 
vidual plotsr of land would be located along the road "spinfcs" 
leading to cooperative , or shared* fields : the "commons. 11 
All housing would be in the Central town. However, an alter- 
native' housing plan would locate farm family dwellings on -'a 
the individual plots along the roadWays. This would tend tp 
.decfentraii'ze' tKe'otTief urban centeijC^N^ 

conclusion ; 

In the next section of 'this paper we will make an ^estimate ,of 
why one pattern may be preferable to "another, based on devel- 
opment costs. However, it is clear* from the outset that for 
the same rea'son we are looking for an existing rulral com-, 
munity to expand from, the pattern that would probably be the 
most econpmic in terms of capital costtfwould be the one that 
tends to concentrate people the most. Whether or not ; people 
are^ living on individual plots, the pattern that tends to 
hold people together tends to be cheaper. Even though the<~ 
decentralized pattern is the one most often <cHo.sen for rural 
development, it has to be realized that extrji development 
costs are involved with this\plan. In terms of 'capital costs ^ 
for urban services (sewer, water, electricity, housing,' 
roads), there, are significant differences between the cen- 
tralized and decentralized models which tend to favor the 
centralized option. t 

EST- 1 MATE OF ^ EXPAND EJ) TOWN DEVELOPMENT COSTS 



GENERAL CHARACTERISTICS * ' 

i . . - . 

As explained in 'the preceeding section, the rural town we 
recommend for expansion is- Huron 1 It is in the highly pro- 
ductive agricultural area 150' miles south of the San Francisco/ 
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Oakland/San Jose metropolitan core , but within 50 miles of the 
major, sub-core city of' Fresno. It is also within 2D miles of 
the town of -Qoalinga. The employment' base of the expanded 
rural new town will be oriented to agricultural production and 
processing but will still, be fairly diverse. The town itself 
Will have about 2,000 nonagricultural primary jobs, enough to 
generate, in conjunction with surrounding agricultural employ- 
ment, jobs equal in number and kind to employed residents of 
the town. ■ . 

The existing town of - Huron from which the new town, will grow 
has between 400 and 500 households. Since the land to be 
developed adjoins an existing town, cost of initial connection 
to regional services is minimized,. Land price is also rela- 
tively low because of . the town's distance from. a major urban 
area and the moderate intensity of present agricultural use* a 

Housing and ail -other f acilities will be planned ^to nerf fown » 
standards with a medium quality of construction, These^ stan- ■ , . 
dards- are chosen to correspond to. the expected^ income levels 
of town residents. .* 

Table' B summarizes the basic attributes of the expanded rural 
new town upon completion. 

HOUSING AND LAND USE ASSUMPTIONS < '-■«-- 

The njix and dens it^,uof housing depends on the particular new . 
community development pattern assumed. In both toe central- 
ized and decentralized cases, the in-town housing is chosen 
to reflect the increasing trend towards townhouses , patio ^ 
houses and garden apartments. _ l '*." 

However, the farm housing in the decentralized case is assumed 
Vo be single family detached homes on the individual agricul- 
tural plots. Even so, the homes themselves would-be located 
reasonably near each other to save on development costs. . . c . 

Since about half the homes will be in the agricultural areas, 
the average residential density is assumed as a fairly low. . 
6 dwelling units per net residential acre.* «.. * a 

In the'easeof the centralized development pattern* no differ- j.** 
ence is assumed ' between the farm family housing and other , , 
housing in the town. Thus-, the average residential density ■ • 
. is a moderate 12 dwelling units per net residential -acre. 

Using data from existing new town "plans; from public facility V 
standard guidelines, and from a variety of physical planning [ 

*Net residential -acreage includes local streets and some 
: 0 common open space. 

• ■ ". • .. 28 , - ' ' . ' • 
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Characteristics of Expanded Rural New Town 
~~ ; ' (1975 1 dollars 3 
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Gross Income per Household 

.* 

Disposable Income per Household 

Households 
Population v ■ " ' 

JoTds in the Town , • * 

Industrial I % 

/Primary Office , * 1 
Service and Government 

Jobs in Related Surround in.g_.Ag^ 
,£inclu^h.ng seasonal) 

""A ' ' * * \ 

Distafnce from San Francisco Metropolitan Core 

Distance from Sub-Regional ^ Core City of Fresno 

JJistance from Town 6f Coalings* 

Distance from Regional Access 

Market Price^for Raw Land " 

Best Price for Raw Land with. Land Reform 



$12, 500/yr. 
11,000/yr. 



5,000 



Land and Development Rights in "Huron 



v 



20,000 



6,000 

1,500 
500 
4,000 



6,000 ~'r 

150 miles 
.~48 miles 
18 miles 
0-7 miles 

$750/acre f 
$250/ acre 
$5,000/acre 



and real estate sources, -we estimated required or desirable 
acreage for each of the various land uses for each of the 
expanded rural new town development patterns. The rfesults 
are summarized in Table C. 

\*. . OS 

CAPITAIT60ST ESTIMATES 

We next estimated the capital c<3sts in 1975 dollars for land 
purchase, developing the specified towns, building all struc- 
tures in them, providing for major public sector, equipment , 
preparing the agricultural areas, and allowing for farm 
equipment -and other agricultural capital items. » These costs 
are basic "hard" costs and do not include cost estimates for 
property taxes incurred during the development period, nor 
interest on loans to cover raw land purchases and years of 
negative cash flow. These tax and interest expenses are 
variables which depend on sponsorshipf^f inancing arrangements 
and phasing. However, the "hard" cost estimates do include 
such costs as professional and governmental ^fees , sub- 
contractor's overhead and profit and prime developer's over- 
head expenses. Prime developer ' s' prof it is specifically 
excluded/since it is one of the most crucial variables we 
discuss later. " •> 

A • 

Table D enumerates the capital "hard" costs involved in 
developing, building and equipping the centralized and 
'decentralized expanded new towns over a 15. to 20 year devel- 
opment period, classified by type of development investment. 

CONCLUSIONS * ' y ' \ 

In" terms of physical development costs, TaWre>§ suggests the 
following conclusions: • / 

(a) New town development, regardless of pattern, is a 
very expensive undertaking. The basic cost would be about 
360,000 per household including all sectors -- residential, 
commercial, industrial, agricultural, and so on. Financing 
charges and prime deveLop%r!s profit would add to this cost. 
Of the total amount, about ]two- thirds , or over $40,000 per 
household, would have to* be? carried directly by the residents 
in their rents or housing 'payments . 

(b) While strict enforcement of' the reclamation law ,could 1 
produce a major savings in the agricultural sector alone, 
about 40$ of required capital investment, it would save. only 
about 6% tfo 7% of total new community investment. Thus , the 
cost ' of land;- foik the entire new town .development has a signi- 
ficant but relatively small effect on the overall cost of the 
project,, and the ^ultimate cost 5 to the households. ^ 
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Table 

Land Use Factors for the Expanded Rural New Town 

Centralized Decentralized 

total housing Unit s^ . 5,000 ^ 5,000 

(a) in town 5,000 • * 2,500 - 

(b) in agricultural area -- 2,500 

Net Residential Density 12 du/ac 6 du/ac 

(a) in town 12 du/ac 10 du/ac 

'■''(b) in agricultural area -- 2 du/ac 

People per Net Residential .Acre 50-60 ^ 25-30 

(a) in town 50-60 ' '40-50 

(b> in agricultural area' - " 8-10 

Acreage Requirements 

Residential" . 415 '830 

Industrial 150 > ,,OS(L 

.Commercial and Office • « 45 45 • 

Quasi- Public *S ' Ar 

Public and Open Space < 550 — 4^s- 

Sub-Total (urbanized) ^ . 1,200 1*500 

Agricultural 1 ' ^ 38,800 3S\S00 

Total Site Size 2 40,000 • 40,000 



* 1 Inciudes all the agricultural land needed to support the 
economy of the" expanded rural new town at average productiv- 
ity above that at present. 

2 Includes the 62.5 sections of land between the California 

Aqueduct on the east , . Interstate 5 on the west, U.S. 198 on the % 

north, and Jayne Avenue on the south. k - . 

' ' ' ' - 

. ." • . < - ' . v ' ... . 
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Table D 



Capital Expenditure Summary for the Towns Through Completion 
(in millions of 1975 dollars) 



Development Item * 

Land Development and Infrastructure 
(A) Traditionally Private Sector 
(1) Site Purchase 

(a) Huron Section 
•(b) Surrounding Area 
(With Laifa Reform) 



Centralized Decentralized 



(B) 



V 

CP) 



Sub-Total 
(KJlth Land Re 



(2) 'Urban' L^nd Development (excluding 
major roads, water, and sewer) 

(3) Agricultural Land Development^ 
(including farm structures and 
equipment but not homes or 
major infrastructure) 

Sub-Total 

(With Land Rfif oxm) 



™r -- - I : 

Traditionally Quasi-Public Sector 
(including buildings,) 

(1) Medical 

(2) Religious and ^Institutional 

(3) Utilities \ - V > 

Sub-Total ■ V 

Traditionally Public Sector 
(including building^) 

(1) Major Roads and Major Water 
and Sewer" Lines. 

(2) Schools 

(3) Parks and Recreation, plus Commun- 
ity Facilities and Major Equipment 

Sub-Total 

Totalf Land Development and Infrastructure 
(With Land Reform) * 

traditional/y Private Structures m \ 

(A) Residential Buildings 

(B) Industrial Buildings 

(C) Commercial and Office Buildings 

Total Traditionally Private Sti*uQtures 

TOTAL tOWN €OST 
(With Land Reform) 



19,4 

70.5 
X50.8X 



3.6 



3.2 • 


3.2 


29.5 


29.5 


(9.8? 


• (9.8) 


32.7 


32.7 


(13.0) 


(13.0) 


'18.4 


? 24.5 



19.3 
76.5 



3.6 



4.8 


4.8 


14.4 


17.6 


22. a" 


.26. Q 


13.7 


i. • 

19.0 


15.6 


15.6 


8.4 


- 7.8 


37. 7> 


42.4 


13i. h' 


144.9 


(lll.fr)." 


(125.2) 


-142.V^ 


150.0 


13. 2/ 


13.2 




14.0 


169.7 


177.2 


300.7** 


' 322.1 


(281.0) 


(302.4) 
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(jc) Also, austerity in land development and community and 
public facilities has a minimal -impact on overall project 
cost. (For example, a 10% cut in those items only reduces 
final costs to households by about 3%. 

(d) 1 Thus, the most direct and significant reduction in phy- - 
sical costs to the household must be achieved by a reduction 
In housing construction costs. ■■ This may be brought on by a 
reduction in size and quality of the unit, or increased effi- 
ciencies of production. A '101 reduction in housing unit 
costs translates into about a 7. 51 reduction in overall house- 
hold-borne new town development costs. 

The significance of these conclusions is that land. reform and 
nfew town development, with their promise of cheap land and 
efficiencies in planning layouts, cannot be relied upon as an 
unsubsidized panacea to provide a decent total community that 
low ^hd model-ate income peopl'e can afford. Without the changes 
in institutional," governmental and financial arrangements we 
discuss in the following sections, a significant reduction in 
household costs can ofily be achieved through a major effort to 
reduce the hard costs of the housing units themselves , or via 
substantial subsidy programs from external sources. 

$ '■■ ... ' • 

ThF ECONOMICS Of PROFIT AND NONPROFIT NEW TjflWN DEVELOPMENT 

' ; * ■ — ± < ' 

■m, - 

INTRODUCTION. 

Substantial reductions in household-borne costs for the rural 
new town can be refalized by changing the allocation of the com- 
munity's property revenue flows. The bulk of such ( revenues 
normally goes to the non-resident, prof it oriented corporations' 
that deveJLop and own urban and agricultural areas. To achieve 
the mad or saving! which 'ye believe possible involves changing 
the current pattern of urban and agricultural develbpirient and 
ownership* into a form of cooperative nonprofit enterprise- 
which is initiated primarily to benefit the local inhabitants 
and users of the land. 

In the sections immediately below, we distinguish between the 
two development cases, profit and nonprofit , and point out the 
impact of these distinctions on costs to residents. . ( 

PROFIT CASE - . 

In American new town development,, the general practice has been 
for the site owner and the producer of the new town itself to 
be the same private; profit oriented corporation. In financial 
term^, the objective of this corporatirjpn pas been to cpnvert. 

r 
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low valiied raw land* to high valued urban land, and to capture 
t as much as*possible of the resultant ptofits. The value of 
t /the land under urban usage is based not on what it cost to 
'develop but on the value of urban land in analogous suburban 
I or -exurban settings. M a consequence, residents and businesses 
in neW towns find themselves paying the same or more rent (.or 
rent equivalents) as they would for similar facilities and 
properties in other developing areas. This institutional form 

• of development and ownei^hip assures that the pr ivate , * prof i t 
oriented corporation • obtains as much as possible of ^any differ- 
ential existing between the. competitive market value of the 

•developed land and what it cost, to develop. 

A similar pattern holds in California agriculture. Large cor- * 
poraie^and owners convert low valudd unirrigated land to 
higher valued productive agricultural usage .by ,the importation 
t)£ publicly subsidized Water. The increased land value and 
income is captured' by the corporate owner and removed from 
the local economy. 

The profit oriented new town developer usually prorates costs 
' into a residential sector account and a separate industrial 
and commercial account. Each^ household is charged its share 
of residential development costs plus sp'eeified profits. 
^ Costs to industrial and commercial c lien ts are kept in a 
"separate account, as are profits accruing Trom industrial and 
commercial development. These profits along with agricultural 
profits flow to corporate owners and not to residents. <■ 

V The new town developer 1 s greatest profit is usually realized 
from commercial i and industrial properties . The frate of return 
in the residential sector is normally modest in comparison. 
This explains the tendency of convent ional "new town developers I 
to sell off the residential sector and* concentrate on ^ong . ^/ 
'term retention of commercial and industrial properties. 
Similarly/ t^iere is no incentive for corporate agricultural 
owners and operators to provide adequate 'housing for their 

... farm employees. 

NONPROFIT CA^E-y 

The original new town "or gird^ citV^ationale* called for a 
fundamentally different, institutional fform and operational 
XmQtivation than the one oqtlined above; Th<p original* idea was 
to have mutual ownership by , the town f s future residents of < 
the initial new town site through the use of a nonprofit or 

t — — — . 1 — T —' 

' . *See Ebenezer Howard, Tomorrow: The Path to Rea l Reform; 
published" in 1898 and* reissued in 1902 as Garden Cities of 

* Tomor row . * « ' 
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limited dividend entity acting in trust for the future resi- 
dents until development was completed. The underlying principle 
of this institutional form was to insure community retention 
of the land value increments brought on by the building of a 
new town and the opening of agricultural production on the raw 
' land site. Residential properties were to be passed on to the 
residents at cost. Commercial and industrial sectors were 
still td pay the same rents as in the /private profit case. 
However, -the new town citizenry as a cooperative group were, 
through their ownership df the commercial and industrial land 
and buildings, also to receive the net revenues accruing from 
these properties. Farms were to be in family or cooperative 
ownership. 

The nejt) commercial and. industrial revenues, if directly dis- 
tributed to new town residents -as "dividends ,". have the ef fee*, 
of lowering the resident's housing costs below - the true costs 
incurred in the housing sector alone. In effect, nonprofit 
development and ownership reduces Citizen housing costs in 
two ways. First, the residents are given the residential 
sector at cost and secSorid, the housing sector is subsidized 
to a level below cost through community distribution of com- 
mercial and industrial profits. In addition,. agricultural 
profits are retained by the resident farm owners or by the com- 
munity through the farm cooperative. 

RECOMMENDATION / 

Thus, the heart of the strategy we recommend for the economic 
and social development of the west side of the San Joaquin 
Valley is the creation of an agriculturally based rural new 
town undertaken by a nonprofit CDC, charitable trust, cooper-^ 
'ative, or local governmental entity with ownership^and control 
resting ultimately with the local community. In this way the 
increased land values and profits of agricultural and urfran 
development can be retained for the benefit of t^e local com- 
munity. * v . ** ' 

. SIGNIFICANCE OF BENEFITS 

t 

Howeve-rr would the economic benefits indicated above be signi- 
ficant? Studies which we have done of new towns similar to 
those suggest^ in this paper verified Ebenezer Howard s 
hypoMesis that the. land value increment brought on by urban- 
ization, if kep%.for community use, would be. large enough to 
pay for 'the capital costs of all public f acilities.* Further- 

*Theie studies are contained in the following joint Master 
of City Planning theses : New Town Developme nt: Financial As- 
pects, by Peter L. Bassy and New Town D evelopment : Cos ts , , by 
Edward M.' Kirshner (Berkeley: University of California, iy/lj. 

• ■ • . ■ ' ' ' . 3,5 • - . . . , - 
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more, if the agricultural land value . increment were added,- 
a significant excess of funds would exist even after all . 
public facilities' were provided, in effect; free of charge 
to the residents. Put another way'/Mf the savings were passed 
on to the residents as ,'a reduction in the capital costs each 
houslioid must carry, the required $40,000 in capital costs 
estimated previously in this paper might be lowered by between 
251 and 40"% to some. $25,000 to $30,000. per household. 

OTHER AREAS SUITABLE FOR MUTUAL AND RESIDENT OWNERSHIP L 

Mutual ownership of real estate was" not the only way suggested 
by the original proponents of the new town or garden city con- 
cept to reduce costs to residents. Community ownership of 
electric and'bther utilities as well as^cooperatfve and resi- 
dent ownership of 'selected wholesale, retail, industrial, 
and agricultural operations was also advocated. 

*Each of these sectors is more or less* suitable for different 
local ownership 'forms. A community trust or charitable trust 
might be most applicable to land ownership. Cooperative 
ownership might be the best format for thi h<$using sector. 

Community ownership or town' ownership migh^work best \ . 

for the commercial buildings, which could, tnen be leased to 
small local businesses. In the agricultural sector, family. 

--far-mers.-cauid.~sha of community or 

cooperative ownership arrangements, ^and so on. 
t * * 

A (1) Utilities * 

The .local electric, gas, telephone and cable television utili- ^ 
ties, which are usually under private corporate ownership, 
are probably the most natural operating ventures for community 
ownership in the rural neW town. They mus^: be constructed 
along with the- usual public infrastructure of roads, sewers, 
water lines,, etc. The developer must at least help to plan 
and* coordinate their construction, In some cases, the 
developer must also finance or front the money for their 
•installation. And most importantly, these utilities are 
"natural monopolies" with a history of being under cooperative, 
municipal or other local public ownership arrangements, aside ♦ • 
from private corporate ownership. 

Under profit oriented development net revenues flow either to 
the developer. or outside private utility corporations and 
not to the residents. Consequently, utility profits are an 
added cost to] thi local community. However, in the nonprofit 
case (since utilities can be under some form mutual Owner- 
ship) any net revenues could accrue to the community and thus 
be used to lower capital costs per household by as much as 
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(2) ' Commercial and Industrial Operations 

• 

With very rare exceptions, commercial and industrial enter- 
prises in America are owned and operated by private profit 
"\oriented cdmpanies or corporations. However, there are prece- 
dents for community or cooperative ownership of certain of 
these enterprises in new towns in this country as well as in 
England and Europe. Some examples can be found in the retail 
commercial consumers cooperative of Greenbelt, Maryland, the 
original community trust owned department store (among other 
Cooperative stores) of Welwyn Garden City JA\ England, and the 
cooperatively owned, construction companies th&t produce much 
Of the housing for 'Swedish new towns. Of course, the economic 
> ,] viability of cooperative ownership and operation of commercial 
and industrial enterprises outside of new towns has been 
demonstrated in many countries, including the U.S., for many 
decades. 

As with private utilities in the profit case, net revenues 
from commercial and industrial enterprise ownership are a 
cost to the resident. In the nonprofit case, however, net 
f revenues realized from those* ehtetprises assumed under coop- 
erative or community ownership CAn be used to further decrease 
required capital costs per Kousehold. 

Those enterprises which could most likely be operated under 

cbimuriity '^d a ma * ority 

of commercial ventures (retail shbps and services , equipment 

franchises, professional and office services, related whole- 
* sale suppliers, and so forth) and a minority of the industrial 
ventures (food processing, manufacturing and warehousing firms, 
research and other technical-professional offices, and so on) . 
In addition, a significant number of the remaining enterprises 
could be owned by individual local residents. The reduction 
in capital costs per househpld<.gwhich might be expected from 
mutual and local ownership and operation of these enterprises 
might be as great^ as that realized from community ownership 
of the urbanized portion of the new town ]^nd, or some 15V to 
25%. 

(3) Agricultural Operations s • 

Except as an interim land use prior to development, agricul- 
tural operations are ignored, in all^ profit motivated American 
new towns even in agriculturally productive urban fringe and 
rural areas. In pontrast j^jpany of the publicly sponsored and 
owned English new towns maintain an agricultural sector as an 
" essential and economically productive part of ..their "green 
- .belt," or open space programs. Furthermore, farms and related 
• * agricultural functions in general have a fairly extensive 
history of .cooperative as well as resident family ownership. 
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It is thus not unreasonable to assume. that the rural expanded 
new town could'estahl ish a fairly larfee agr ieul tural base 
under cooperatiivc or community ownership <along with family 
farms given our assumed favorable env t ronmcntal and locational 
factors and an experienced agricultural work- forct^. 

As mentioned before, any net revenues from the agricultural 
sectors under profit? motivated corporate ownership would not 
remain to benefit the local community. However, these 
revenues could be retained to help/ reduce capital costs per 
household. The extent of these potential savings from var- 
ious' forms of local ownership and operation of the agricultural 
sector were previously estimated in the agricultural lajjd 
valiie infcrement and profits from commercial and industrial 
enterprises. 

CONCLUSION 

In sum, the purpose of extensive local and mutual ownership 
is to internalize increases in land value for the community's 
benefit, and to -retain as much of the accruing profits afc 
possible that would normally leave the community and go to 
absentee owners and corporations. The retention of community 
profits would in effect be the primary form of long term 
internal financing for the rural new town, and might be great 
enough to cut the capital costs per household by more than 
half . 



F INANC ING T H ^ RURAL 



NEW 



TOWN 



INTRODUCTION 

In this section we outline many different methods for financing 
the rural rfew town. Some of them are obviously more beneficial 
than others, while 'some are more realistic than others. But 
they all tend to depend on the specific circumstances of the 
rural new town, and on what the, money is going to be used 9 
for. What might work well for a small parcel of agricul tura-i ^ 
land is not necessarily what works best for a large parcel, ; 
or fo,r housing and commercial development. Thus, important 
initial questions include: Is the money for short or long 
term loans? Is it for * "front-end" money ; for land and develop- 
ment? Is it for equipment, purchases, homing, commercial 
shops, or utilities? Each one-,of these items, can have- a dif- 
ferent preferred form of financing. 

In addition, each of the sources of borrowed money we discuss 
should be viewed in relation to their particular financial 
terms -- the interest rate,, length of lo^r^ahd payment 
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schedule . Especially at the beginning of JoveT^mcnt , HnM- 
cial terms can .be more important than the ultimate^ cost . They 
change the annual loan payments signlf icuntly, and thus a fleet 
the total money available annually to pay for new town devel- 
opment . 
* i 

Another critical factor to consider is the use. of guarantees 
or collateral to back up particular loans. These not only 
affect the loan terms, but can also determine whether or not 
« money can be borrowed at all. 

CONVENTIONAL LOANS * 

* The first source of financing is private, conventional loans 
from banks, ^savings and loans, and insurance companies. In 
both the agricultural and urban sectors', commercial credit 
would be the source for loans needed "for land purchase, 
equipment purchase, or operating expenses. 

(1) Land and Real Estate 

In the CJtse of land, the loans would be of a mortgage type, 
usually requiring at least 30% down payment. The interest 
rate at. present would be over 10%, whil.e the length of the 
loan would be anywhere from 15 to 30 years. /These loans arc 
usualiy only available for proven productive agricultural 
land, and most often restricted to experienced farm owners 
and operators. At the beginning, the rural new town might • 
have considerable difficulty obtaining commercial credit . But 
as the venture grows, commercial credit will become an acces- 
sible source of money for expansion. 

Banks and savings and loan^s are the primary sources of -capital 
for real estate, whether for urban housing or shops, or for 
agricultural land. Even if the venture qualified as a safe 
investment, 'commercial creditors would require at least 20% 
down payment for housing and 30% for commercial development. 
At present, the venture would be very fortunate to obtain 10% 
interest rates, and a 30 year mortgage. In addition, because 
of the present economic situation developers would probably 
' have to give the bank, savings aAd loan, or insurance. company 
an ownership. position in any income-producing property and 
possibly in the over-all new town venture. , „ 

" (2) Equipment and Operations ■ ': 

. -Commercial credit is also a source for equipment and "working 
capital" or operating loans for both agriculture and business. 
The terms vary, but tend toward much higher - interest rates and 
much shorter pay back time than for real estate loans. 
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(3) Guarantees 

If project land is to be purchased at market prices, it would 
be very difflgult to arrange commercial credit for any large 
community venture. Very sound guarantees would have to be pro- 
vided before any conventional londors would even consider the 
application. The types and sources of guarantees are outlined 
in greater detail later in this section. 

(4) Experience of Conventional New Town Dove iopers 

Many of the conventional urban new towns started on land already 
owned by the developer or sponsor. The land did not have to-/, 
be financed. It was used instead as the collateral for then 
development loans. Even then, ipuch of the development money 
was not from loans but came out of the pocket of ;thc developer . 

for example, the new' town of Reston, Virginia began with vir- 
tually no loans. The owner-developer provided most of the 
initial money for land purchase, and for tho front-end devel- 
opment costs. For additional funds, Gulf Oil Company was 
brought in as a partner -- not simply as a lender. 

Columbia, Maryland is probably the best example of a new town 
where the sponsor and developer provided very little money 
themselves. The Rouse Company initially put in about $1 mil- 
lion. But the land cost $25 million, and initial development 
for the 15,000 acres reqfrrr#fT another $25 million. Rouse had 
to raise $50 million just to get the project started. Commer- 
cial lenders would not just provide loans. However^, the 
needed jnopey was obtained from a bank, an insurance company, 
and a -retirement fund. But in return they secured over 50% 
ownership of the project, plus guaranteed, or contracted, 
interest on the money they provided. In effect, the lenders 
gave a loan but took in return a majority ownership interest 
in the project. 

Columbia, Maryland was ideally located for an urban growth 
project. When the lenders looked at the venture, they saw it 
as a highly attractive investment because the market virtually 
guaranteed growth in the area. It was just a matter of who 
controlled and who concentrated the growth. The agricultural 
land in the area was very low valued compared to its potential 
as suburban developed land. In addition, Rouse was highly 
experienced and highly trusted by the lenders. He was also 
a mortgage bartke,r who had worked previously with the three 
lending institutions on other large projects. Yet these 
lenders would not extend loans without an ownership position 
in the project,. The financial arrangements secured for 
Columbia, Maryland., are about the best private terms ever made 
for new town development in the United States. Even so, Rouse 
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had to - accept a minority ownership- interest in the project to 
obtains initial and subsequent financing . 

f t: '■ • ■ * K " 

*(5) Implications for the West Side 

There- is virtually no comparison between' the high growth area 
of Columbia, Maryland and the west side of the San Joaquin 
Valley. J" However , there is one circumstance that 'could make 
the West Side \Very attractive for conventional lenders. Tfiat 
would >b£ enforcement of the 160-acre limitation i forcing 
land/sales at pre-water prices. Since the land then tfould 
be under-valued for its productive use, the chances are that , 
lOOt financing would be available from conventional sources. 

Even at 100% commercial financing , r lpans would still be at 
the terms we initially mentioned r- high interest rates, and 
possible demands for an ownership position. ^Nonetheless, the 
family and cooperative farm projects aided by the West Side 
Planning Group and pthers have shown that high interest 'rates t 
are rio*t an insurmountable barri'er to productive and successful 
resident farm ownership and operation.. However, the effects 
on' urban develo'pment would be more adverse. 

•PENSION FUNDS * • 

Union or public agency pension funds are another source of 
money for development. These funds can generally be U3ed : for 
land, real estate or housing according to state and federal 
law. The Carpenter's Union of Northern California, for 
example," might have an interest in new town development. It 
has about $150 million- in its pension fund, which; yields only | 
51 to 6* annually. The Fresno County Employees* retirement 
fund has about ffcO million and receives a similar ^6w average 
yield. The rural new town-might offer higher intfer^st rates 
but still pay less than on money borrowed^ from commercial - . 
sources. ; " , 

Pension funds are generally permittee! to make long term mortf-\ 
gage loans on real estate. Of course, the new %6fn develop- 
ment would hav# to 5 be very scarce either as an established , 
stable yentCire, or as one with substantial, guarantees. "Secur- 
ing 3 risk loan from a pension'fund would be extremely diffi- 
cult, if not illegal. , "J „ »^;\ : ■ ;/ 

OTHER PRIVATE CAPITAL SOURCES ' 

Taking over or "assuming" the existing mortgage of the present 
land owner ,> or having the present owner make the loan or "take 
back" the mortgage are two rarer cases of private capital • 
investment.- Both of these 'options are very unlikely for a 
large scale development. However, they are fairly common for 



small scalds agricultural land transactions. These arrangements 
will. require good relationships between owners. Obviously if 
Jitie new owner is forcing a corporate. landowner to sell , at pre- 
r - - ■ being able * to assume the .previous- mortgage or 

;r make V'loan 'to f the new owner are not 
may be open, however, for land pur- • 
Ices . 
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Ithe take-back loan "from the present owner are 
jiable, often 'at lower interest rates than are 
institutional lender. If the project is 
take-over an exisyeing. f mortgage, generally 
ier v oi / e£which will Wave a-^lower interest, rate 
[market? However, this situation would be 
>r insurance;/ company would likely recall the 
.nange of "ownership. The mortgage would then 
at the prevailing interest rate and terms. 

, » p>tt ' > 

ieless, ; a situation could occur "on the West "Si.de that r 
would 6>en the way for a -take-back mortgage for the , rural, rtfew 
'town development. If it begins to appear that the 160-acre; 
■ Irfcnitatiori will be enforced, and if the trend of- corporations 
Vmovdhg aWay from -agricultural, production continues there is 
' V^hance-that onevor more Of the large corporate owners in^the 
Jah '-Joaquin wpuir make a taKe-back .mortgage arrangement with 
a large Community gr^up .that would continue ^rm■ prpgucta,^^, 
This might be done at ^negotiated price that ■ would higher 
than the present owners estimate they could get if the acre- 
age limitation- Were enforced, but lower than, market .pga.ee - 
fbr the land. Of cWse, the' present corporate ownerfvwould man 
- tain an interest in the rural ,new town project as . l^s mortgagors 
• .. • v .-- }i : ■ , •■ • ' ' , 

'.LEASING •• ., •>* .. • : : \r-.^r ■ ■" ■ /; « " 

"The differentLforms of leasing arrangemenf^a^a^^; qf. ^ 

•financing the 'land portion qf new town. develo«n1;.;. Most ?f . 

• these ^arrangements involve ftra.ight lea*an%-o*-the 'land^for . Jv . 

' rent;' r The terms* vary, frbmAyearly' or ,to 
escalator or overage leases' that tie reftt. .to ^^ercentag^.,Q±^; ^, 
gross revenues to -long-term leaseholds of '20 -years , .50 y^ars-.: ; . 

.or 99 years. In the early -years of the venture .when ;few 
sources of debt or equity capital are available, leasing t « • 
arrangements can make a great deal of sense. As the project 
bedftnies productive, it gains the ability to borrow money 
or accumulate funds to buy land. In some cases leasing can 
be 'on an "Option- to-buy" or "purchase' contract" basis where 
payments are credited to purchase. 



Leasing arrangements, however, 1 are definitely not a good idea 
for larger developments aver the long' run. They u .are espec- 
ially bad in term's. of potential urban development areas. 
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; Virtual ly all leasing arrangements allow any increased land 
^' .-value to go to- the land owner. -The whole idea, lot, cooperative , 
••'./; trust or resident ownership., is thereby defeated &\ 'the land , 
value increment leaves l^e ^cominunity instead" 6f being retained 
by it. How mu^4s-;Tast ;yaries according ^.to the lease '\ 
%, arrangement;' e?|^Uitp*- o/ overage leases are probably the;-. - 

"*. worst a»^M'tfiiei^^'<;':r>-;--' • \ ;■ * . •' 1 *' 

. .•Xf%^ak£hg;i''has'^ > ^e'juseil in the early '"stages of development, 
va^^k#^S 1 tl^*''<^ti^li 'is the "subordinated lease." In "this 
^^'*^>casa>^tKer r |nt«f • can* use the land as collateral for improve- . 
M^^&^Sil^Sijf^ ^Wp'r^singly., • this vis a fairly common arrangement 
£r ■ ■■' in ™ ^B^tei'9.>li,ta%e5^*, , S3peeially in agricultural areas in the 
»: : '• V: -Sath "o'l'^Vfoan gf'owth . Because of the. trend toward suburban 
V development of these lands, -the farmers are not adverse to 

subordinated lease; agreements £\ The ^practice is still uncommon, 
• j c howeVer^- on the West Coast.; -'4 \?*'*>K ; * . ..v. .... • 

i V . . r 'V" • ; 

Subordinated lease agreements are more likely for a small' 
^.development than 1 for a larger one.* They are also .more likely 
; with'^ddition*ii-guarante«s to the land owner,' essentially •> 
providing the-Hender with dual collateral. The benefits. of 
% the agreement are substantial.. ' Subordinated, leases enable. • 
- ' v'the,' renter' to .6btaiia.'%' ..to: 100? , commercial^ f inane ing for, 
••^'-nbusinc, shops or irrigation on agricultural \Land. v v, N • 7* . ,$ 

• • Today ii .is possible to make>tease .arrangements for rents -that " 

are lower than would be the loan payments if? the land, were t 
■ refinanced at present inflated interest rates. However, Dn; 
the average, the developer should expect the land -rent to be 
at least equal to* the ^financing cost of -land purchases. 

While renting may be necessary at the beginning of/ a project; 
.s^iduid b& -avoided- if a**al'lt possible* fprfthe r-e\asd»s Wte . , 

• Hi^Ve' mentioned. 41 If > VhoWjeVer,? theUand^s darned' by a non- . v ■,: , 
■ profit community 1 and iT#st*.?i&MT #han ' a^ : , ^se.n^e A cpr.pdr-:. 

at ion y lease arrangements , . are, be'nef i'cial to* bCTth thos^ ^who . ■;• 
' -live on the Land and the logger :t^m cdmmunityr; interests. 
i ., They are a; way; 'to 'assure', that TiicrjsaseA lan.(^a.lue.-fi,ft retained; 
'&'( .by the -^^tini^yr ' ! : ••' ]l ' v'/r/'-'C^i • 

• STOCKS AND' BONDS « • •' 

Stocks, and bonds are-.of ten*.issued by' development corporations 
•to raise' money. The nonprofit rural new town development y 
corporatio n might act like" a conventional corporation, issuing;. 

■•<■ . See International Independence Institute. The Community v 
L and trus^-- A Guide to a New Model for Land Tenure iX America, 
Center fpr Community .Economic Development Cambridge, ^apa- 

• > <chusetts, '1972. - . - \ • ; '' 



stocks for "■■ t, fequity t l^^Wy^Wd jjonds for v bor*owed moneV. 

(1) Comparison of Stock and Bond , Financing *" ' f 
■'■■..,>■; . \. ' \ • : • / • • ' • 

There is a substantial difference between «the benefits of 
stock .financing' and t^ond financing ...Stacks give -the pur- 
chaser^ an ownership.; interest in 'the venture to be financed. 
In addition, a stock issue usually of fers dividends . This 
. in effect would be an interest payment on the equity ijioney "'• 
the investdV has in the venture. The f major .benefit of .stock 
sales is that the issuer does not have to pay back the money 
raised. All the stockholder receives is an ownership interest 
and possible dividends on the investment. The stockholder . 
normally has voting rigHts in^the corporation. , * 

Bon'ds do not provide* any direct ownership rights to the pur- 
chaser. Bondholders do have call, however,. on the assets of, 
the /corporation, wK£.ch could, for e v xamplfe, °be tjie land^that 
•'the Ibond proceeds are being used to finance. But the^bond,- 
?itself is pot, an owner(shi]5 instrument . \ Bondholders can only 
'demand interest payments and paybapfcCbf their investment. \- 
Usually the bdnds are issued in* series form, in .e^f^ct; approx- 
, imating a conventional mortgage. The bondHolf^^'has no. opting 
riglits in the corporation^ . j ■■t'^.'- - * '-<&\ 

■■• . . 1 , - ' . ' ■ ■ ' , 7/ «^ - . v> ;. : 

(2) V Applicability to-Commtinity Corporati V i ; ■ V < ;• •■ 

A community corporation might take.the option of selling 
stock on the opepi securities market to raise money. Howevfer, 
there are many drawbacks to this method. Unless the community 
corporation maintained a majority share of the stock, /outside 
stockholders .would- act as absentee owners. Dividends and 
profits, w£ich,would h<ave ito be guaranteed Just, to sell the. 
s J tcw:k; would probably be removed froitt the coinmuiiitjyoA^, Qqri;--/ 

.e of 



sucjl a speculative venture -asj»3 £ural new town , development in, 
'the -San JoaqlMrn'- Valley Solid private or governmental • guaran>, 

tees'" could alter this, sudh'-as those p.¥ovide'd by tjle U.S. 

Department of' Housing and Urban Development's. NevK Communities 
/Act. Without these guarantees, however, stocks would be 

diffrcult tOj sell y an'd bonds w£uld require a very high interest 

rate . * • •. , , * , . ••/»>.• ,- 

• V 1 ■• :W '.-ut-'-T' * • '•• ■ . 

(3) Charitable Stocks -and Bonds ? '5*.V^ V V .* 1* T " 

• . I* - • . « *• . .a:'; 

alternative to this method is, the sale -of stocks and bohtis 
to socially motivated institutions, and individuals*. " Thet 
Southern Cooperative Development Fund 'in. Louisiana -and New 
Cdmnrunities, Inc. , in Georgia, have, successfully raised money 



;&/y..'by tjhese. private sales . ' In the Louisiana case, almost pne 

jmillion dollars has been raised for rural cooperative organi- 
^ Rations throiigh the sale >o£ stocks and bonds'. MoSt,of,this 
^1&tf*has intralyed bonds with interest^ rates ranging between 5* and 
■p^7%' and:p#Vback periods up to 20 years. They were sold mostly 
pi ' in large' blocks to sh&JI- table organizatons and have about; a 
Z cme-thir^ cash fund^^bvided by 0E0 guaranteeing, them. 

;. * \ ' v ? *• , ■ > . '' " ' * 

Similarly,* the Georgia case entailed the sale, of $500 ,000 
of 4.5% to 6% ten year bonds to a few socially oriented groups. 
^ with some amount of underlying guaran- • 

— ^^^^^ - ->l>^l^^ls ^^'4xn j& o<i s ^ " 1^ e -v- e r are really a form of charity 
r ^ sold securities. % - 

^TOC Shelters * \ - * -y 

• Tax shelter financing is another pdssible way of raising 

private* capital, at the initial stage of project development. 
; This method usually talces the for*n of a limited partnership -.. 
Vi^h Investors who are looking for a tax break. The' inves- 
tor's money would then help the project get loans from banks 
> ' or other institutions. V 

*.'■;.■■■■<■■ , 4 ' : >y.^ y: - 'J> ■ ( ;. ■ j . ^ , 

U/tdt^r * preseri£,f ederal Vax ' law, certain .business 'expense^ and 
-losses -- cWhNbl^/^ieducted flrom^ taxpayer's overall income** in ' 
■L eftec.t rihgit,|rin|g ff a port i^ri VfUthat income. If the expenses 
' and losses. ; r^present 9 pash^0wt;^f pocket for the taxpayer, they 
cannot 4 be cc^idereid -of aijy 1?eneM t t ? .; However , Several costs 
incurred during development:, 6f £ Specific project (such as a 
farm, factory , department storfe, apartment building, cable 
television system, etc.) are tax deductible even though they 
do not rep>^sent* cash out*-of ^ocket^ / These include interest ,-; 
on development loan3, property taxes, certain feesf,^etcv, 
which\are paid-out of bprrowed jnoney and later carried in 
loiiger term financing. ' After, completion of the sp<?ci$ic pro-, 
ject , ^additional non-cash losses are allowe.d on an; annual 
basis- for project depreciation^ (estimated logs;- of proj ect 
• •^:',vafu^..not including, land ifor.ti/op)V This rs*usually at,a 
' : rate niu((l<^greit ( ei than reaL depreciation. Since the above ^ 
'vdetductipjis ate^riot' rekl cash-'Josses /but only ' "paper" losses*,, \ 
'they shelter and ^endjpjc, tax ; exempt real incomje from .the gror 
ije&t dr.-. from oUtside^.Vspurcerd Vf'the project ttwrfers,. V - : 
>■ ' ./ \.y \ - * - - 

''^fi^^^. 1 **- •Tqi^^aW'd Agt||u#£ural Develapment „ 

, As .shhuld ;o, b.e apparent., new town ventures and agricultural 
/ development offer a jgr<*at many opportunities for gen^Wting 
' tax shelter " for the profit motivated , investor in. real estate, 
equipment arid* otjifer; capital- investment^:.. In fact, these tax 
v- considerations aire one of the 'maj or financial* concerns „of ...!.._..:.: 
W ' ■ conventional n6w ^qwh ^develop.ers and c^r^orate farmers as 



well as any subsequent profit oriented owners of the* income 
properties and enterprises. 

(2) nonprofit Development and 'Ownership 

Nonprofit development and' ownership would seem, at first ^to 
lose thdse indirect federal subsidies which are^available in x 
the profit ?case unless the .tax shelter benefits* can somehow 
£>e transferred to people with taxable, ijicome. 9 This can be 
done through a partnership arrangement between the nonprofit 
developer and profit oriented investors .in' need q£ tax shelter. 
The in^,s,tors< essentially bu^ income tax deductions from the . 
developer who do^s" not, need these deductions.* ; ' - 

( % 3)" Rural New Town Development 

Any equity capital brought into the rural new town from**these 
, outs4.de investors' would benefit the residents and reduce their 
' costsN For this reason, the nonprofit new town developer 
should investigate placing as much investment 4^er the tax. 
shelter arrangement as possible . ^Virtually all^apital invest- 4 
j ment in real estate and agricultural development (with the 
\xception s bf the., original: cost, of the raw laiid fbx the osite) , ' 
* in ^buildirtg*" construction,, equipment , fixtures, arid so bn, g 
^whether of a conventionally private, quasi-public or public 
nature, are capable of producing saleable tax losses. In . ' t 
effect, the entire rural new town* venture might be financed 
as a single real Restate project and business enterprise so 
thrart -streets, sewers, parks, community ^buildings , police cars r 
etc., are ; all, owned as. part cftf ^private £ut nonprofit iactu- i 
, ally- limited; dividend:)'/ new' tiwri- partnership .Alternately, 
; the tax bitel Sn e -f i € s might /be 'sold' on a project-by-project. 
Basis*. Streets , '"parks and community buildings could be .pro- - 
-r&ted into individual, housing developments; the sewer and 
water systems' could be set up as separate limited p&rtnershi] 




r t 



private Investors , and- 90 forth; 

Magnitude., ' » -V. , , v 

'The amount o^ front-end money or initial equity whiph might b^e < 

\ *F6r a much more dp tailed etfj^l'aijation of this arrangement 
as it ;> relates %b sub&ijiVi^d- apartment m projects, see Housing 
: Deveiopment^ .A 'Tool ^6y : Community Ecoiiomic^ Development ln^Low - 
Income Areas , by 'James L. Morey and Mel. Epstein /-Center f or 
Community Economic^ Development , Cambridge, Massachusetts, 
October,' 1071. % ' ' ' t: \. ^ V,. f 



Raised from oUtsi%e .investors' in thjU/way can Va^y ,gre^^^ 
4 With the type •, of project'and risk involved . Iri» past yeSf^ 
it was not uncommon for developers to net otfer 10% of total 
project costs from tax shelter sales. Today, however, tax 
shelter financing has become much less attractive both for 
urban real estate. and agriculture. Recent legislation has 
'restricted sbme tax shelter investment, and further congres 
sional jand. state action is pending,. Investors have become 
wary, and the arrangement is becoming. less frequent. 

' ' * \ ' - ' ' . 

The current trknd in fc agricultural tax shelter financing is 
for partners to demand real profits in addition , to the taX 
savings. . Once investors . begin looking at the arrangement 
ito these terms, the partnership becomes costly to thenew 
community through lpss of profits. ^ 



\ 



(5) Guarantees 

Generally the large, secure /projects with substantial exper- 
ience and guarantees are most able to attract l^ited partners. 
These financial guarantees are becoming ..more and more critical\. 
v.to gaining -money- /^T^;l^ve>to^s> 5 -'- iThey s*erve % to v spread the < 
riSK of the pro j ect , either ajriong investors or among those 
with some less direct financial stake in the venture. t 

(6) ' Usefulness * ! J '/ 

The main benefit of" the? tax sheltef partnership is ^o» v obtainj^ 
money atr a reasonable ^interest rate" relative, to other sources 
of funds.' ■', Tax regulation" requires that a longer term limited 
partnership pay an annual return on the money , brought in 6% 
for housing, and— ab-out that for other investments. This means 
> that the money rece'ived^is in -effect a. loan at 6 % "interest. . 
When the conventional rat^for_^ < r^wed funds is 10%-," this is . 
a very lucrative "way of raising^money . y , 

However, ifVcapital' is also" avafilable through charitable or 
• public sources at ' 6% inte^s>/ a limited partnership may not _ 
.fre needed. There would be no purpose in .sharing ownership of 

the project- unless additional money was -required: , 

Limited partnerships are'' Useful, then^fte'n the yen.ture.^an' t 
get lpOl financing, when v the cost -of money \& more than* £ I, 
or "if Gash guarantees are-- required . to obta>h additional- loans. 
Combinations of these factors would have to be considered for 

J each case.- For instance, if the project could get VQ0\ finan-v 
cing at 10% interest; it would be be.tter to take only 90% 
financing at».10$ interest, and raise 10% of the money at the 

"lower 6%- interest through- a limited partnership arrangement. 
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CHARITABLE AND FOUNDATION^ SOURCES 

There are three basic forms of assistance available from char- 
itable an<f foundation sources: grants, :lpans ,. and loan 
guarantees. , t <• 

(1) Grants •* - 

rants are the best source. of money,, as there is no need to 
ither repay\them or pay interest on them. Free money is. the 
uest money*. Grants can' serve as the needed initial money for 
the new community. They could then be used to leverage other 
money into the project. Church, charitable or foundation f 
grants, however, are seldom .very large. They are primarily 
useful to ,pay for planning,, and for some of . the , front-end 
. money necessary to get the project under way. 

Grants could be used by the rural new town developer for plan- 
ning, start-up costs, and some land options. The project ,, 
would have to qualify , as a receiver of grants forVtax purposes, 

• usuai-if bV serving a needy constituency. The noniirof it -private 
or ^public developer of the rural' new town should have no prob- 

''" lem meeting, this requirement. 




(2) Charitable^Iib^^ ; ' : : v ' " v *"' ,: '■% 

^Siiari table* loans vare a s'etond possible fundirtg source. Foun- 
• Nations and charities are now permitted to make risk loans to 
needy groups at lower than market interest rates. This f.s a 
relatively recent development that has allowed foundations to 
' test alternative funding methods-. 

There ark/three ' basic ways tha^^^i'tabW loans could come to 
. ; the projebti- The. first is fekT direct provisory loan, where 
the projettguarantees return of the money over a specific , 
term! The second method is the purchase of stocks or bonds 
.'• in the project as outlined earlier in this section. ^The vthird 
form is the guaranteeing of other loans -- the^church or char- 
itable foundation underwrites either a conventional loan or 
another charitable loan. ' ' 

,\ (3) • An Example « • t 

i/* 'As^iiMtiohed earlier/ New Communities, Int.,. in -Georgia is 
a working example- 6^ ' charitable- loan financing' for a rural 
..> new community and cooperative agriculture jievjlopment . The j 
' project has used different financing methods through) th„e ; , 

finan&ng. It ?tcentiy : i^d $50D ;00O,.in, -boftds 1*- 
charitable .f oUnd'ati6ns^nd^.hurche&,, Th^were :: s*d>^ 



large, b 
the Secur 



able ; f oUnd I ati6ns^nd v *t.hurche&,, Th *^ w ® r f :: s & d tf\ f 
Dlocics. of $ 5:0*0 0.0* . e*ctt* .i£ J>:rds"fr;to ;av«OTL.;^pr^bfeini'^^h;;u. < 
-urfty and Exthartge^ Commission ; regulations . -% The', bonds 



48 



were sold as a series and were offere'd at £rom 4.5% to 6% 
interest on ten year level payment terms. Given today's money - 
market, the terms are quite favojrable for the project. These 
bonds also have some guarantees behind them. > 

(4) Sources | j _ \ 

Bob Swan of the Internationa^ Independence* Institute worked 
with toew Communities, Inc.* to locate the most favorable x 
churches for the sale of these bonds. We have not acquired 
/his list, but we do know' that* the best foundations to approach** 
are Ford, the various Rockefeller funds ,. and the Field Foun- 
, dation (New York). . They have helped community economic devel- 
opment in the past and are now specif ic^lly interested in 
rural development and economic development in Chicano commun- 
ities, throughput the" country . , 

FEDERAL PROGRAMS *" • 4 , 

i ■ . 

Federal programs are one of the largest potential sources of 
money, but one of the least reliable. There are four broad 
areas of federal ■ development funds -- federal incomes policy, 
grant's, loans, and guarantees v * 

XI) Federal Incomes Policy 

A federal internes policy toi^d hav^ a very great effect on 
money available .for community economic development. The pos- 
sibility of a guaranteed annual income would have direct 
ramifications for settlement patterns in rural areas, espec- 
iai^^in the more attractive regioris ..such 'as California's 
Central Valley. An incdmes policy by the federal government /C 
'could shift, population- toward ./the countryside; arid act ^ a v 
'support . for any. movement back to the land. People with \ 
guaranteed incomes would have the economic choice of risking J 
r f e turn to the land, with or withqufc an enforced land reform 
program. A federal incomes policy would obviously T>e even 
more effective for the purposes of the project if it were 
augmented by enforcement of the 160-acre limitation. 

> There definitelv^will be *a federal ii^pmes policV within "fche. 
intermediate fi/ture. It is hard ta estimate^its magnitude., ; 
- of whether it will come within the *next t^p. ^cears or the next 
15. years ^ but at some time within the planning range of the ? 
rural new" town project, the U.S, Congress will enact such a 
policy. ;- 

. . (2) Grants j 



~Fe de r al < <gr arft5 for rural new town development are' simpl 



V not 



>VVOTbs■ently^aVxil4b.le,■ There are a number of programs* th it 



I 



'■9- 



i - - 42 

m * 

* / 

have worked in the past, and s-ome are planned for the future. 
But as of right now,* there are no significant direct grants 
available for rural or urban development projects . The federal 
government is either withholding money from existing programs 
or the programs have been discontinued. 

Any grant money that toight be available is now part of the 
various revenue sharing programs. In special or general 
revenue sharing, most of the money is being administered 
through the local .government bodies in the counties or towns./ 
.None of' this moneys is likely to be avail able ^wj^rhout vei:y goad 
political contacts at the local level. For the West Side, tfte 
only ^significant" money would come through Fresno County, and/ 
would" require solid contacts with the board of supervisors. . % 
If the rufal new community later becomes a city, it might- 
qualify directly for revenue sharing funds . There might also 
be minor amounts of experimental grant money available for ^ 
the West Side project. But these HUD, HEW and USDA programs f 
ar?e very limited. v v , 

(A) v . Loans ' 41 

The. potential for securing government loans is much greater f 
than -for grants. The major federal programs are administered 
through the Federal Farm Credit system. , Federal Credit Banks 
make capital loans of u$i t,o 85% of the appraised valu^ s of the 
land, '.'appraised value" lying somewhere, between the "market* 
value" of the land and the "normal agricultural value" of the 
land, the: federal 'backs use this standard because of common 
inflated values of agricultural land due to imminent urbani- 
zation. 

There are three basic credit institutions in the federal, system: 
the,- Federal Land Bank, the Production.Credit Bank, and the B'ank 
for Cooperatives. - The Federal Land Bjrnk makes major loans for 
five to 40 year terms" at . 9% 'interest , and 9.5« t interest on rural 
housing loan's> The .Production' Credit Bank, 017 the Federal 
Intermediate Credit Bank makes, loans for one to seven year 
term's at a base discount rate of *9% interest.- The Bank for 
Cooperatives generally makes smaller . loans at 9% short ter% 
(one year), and 9.5 9 0 long term.* ,v.' '7v' 

All Farm Credit Banks are ^cooperatively owned and operated, 
although the various boards of directors .-are usually controlled 
by the country's largest •marketing coo"fte.ratives . Loans from^ 
all farm credit banks • require that' 5% of the capital b^, held 
back as "stock" in the Farm ^G*«d.it. As^.oci a ti on . The borrower 

■ : .'A,?.^ . T r- ^fTy • 

Figures cited are as . or* February* 1 , 1975. 
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then "buys back^ this amount when the loan is paid off. Nearly 
30% of all farm loans in the West Coast states are made by the 
Farm Credit Banks. 

While FCB credit is better than that offered by commercial 
banks, the terms _are not substantially lower. The farm credit 
system is also fiscally and politically conservative. The 
jchances that FCB officers would finance a highly innovative 
venture*are not great. Especially in the early stages of 
development, a rural new town probably- will not be able to 
secure FCB loans. If credit is available at all, it would be 
extended only after the Jtend, equipment and marketing coops ^ 
•had proven their sound financial condition. 

On a larger scale, the Farm Credit System has a low potential 
for .financing an expanded rural new town. FCB institutions 
do not see their role as funding stich large enterprises. This 
is "not to say, however, that the rural new town project should 
not pursue FCB credit for individual farm artd coop financing. 

As for the urban sector of /the rural n(ew community, t^iy^are 
basically no funds available other than HUD revenue . s}: ^^Sfe^ • 
There is, however, the possibility o4 using a new progr^!^^^ 
in the housing sector . JThis is the Section 8 provision? ot *-■-.. 'f 
the 1974 Housing Act. It replaces the old Section 23vand «; » ; * 
Section 236 Programs, providing rent 'supplements for low to 
moderate income families and individuals. The formula is, 
basically a, very ;good one. The federal government will pay » 
the difference bejbween whatever the market rent is, either for 
existing or new construction, and; J 5$ to .-25$ of the family's 
income provi^ie4^the family earns below 80$ of the median 
Income of th§ area/XThe law in effect says that people should 
have decent housing for no more "than a certain percentage of 
their annual" incomes. There is also ,a chance that Section 8 
money can be used indirectly for '-community services and faci- 
lities in conjunction with housing construction ..'The program 
will be administered, through both local and state agencies; 

Another potential source of goyernment loans is the Small Bus- 
iness Administration. These loans are usually provided for 
small individual business enterprises, an^ the terms are 
generally 5.5$ £or 25 years. There is some possibility of 
grouping these^loans among small enterprises so they can be 
^sedvin-con^tfnction with a larger program, such as a shopping 
center ;px>farger cooperative venture. 

* * ■ * .»»**-' ' 

Other agencies of the federal government that h^ye to dp with 

economic development should be )ch%ked futthe^jpr ; loari^ pp.s- 

M)kitities. f) * . ' ' ' ' / >r 

Th^t National sHoiisiiig *^nd Economic Development Law'Prpy ef% in 
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Berkeley is putting together an outline index of all available 
federal programs that can be used for agricultural cooperatives, 
The workis- b.eing done for Mike Smith, Director of th^ Economic 
Develt>pt5ent section of the Project. The listing should be 
obtained as soon as it is completed. However, it will probably 
have bio ye applicability to present farm -ccjpp~- programs than the 
long \erm possibilities for federal funding of the rural new 
tpwn. 

Other outlines of available programs ishould be obtained from 
HUD for {the urban sector. The^ U.S. Department of Agriculture 
also publishes a listing of ^w*4i»g^programs titled, "Land 
Use Planning Assistance," February, 1974;* This booklet lists 
available federal loans for the following purposes: 



Farm Ownership N Rural Housing 

Operations , Individual Home Ownership 

Soil and Water Conservation Rental and Cooperative Housing 

Recreation . Homes ite Development 

Grazing ^ — 1 < Conditional Commitments' to 

Indian "Land* Acquisition Builders " 

1 Irrigation and Drainage . Community Services 

Farm Emergencies m . . "Central Wat<}r and Waste 

. v ' '% ' Disposal -. 

..(4) guarantees ^ ( ' 

The final ^ind of federal assistance for the rural new town is 
guarantees.' A major potential guarantor is the Opportunity 
Funding Corporation, primarily "for individual enterprises. We 
understand that the OFC has previously arranged guarantees for, 
agricultural-related enterprises on the West Side. 

HUD f s New Communities Act, is, probably the most applicable 
source for financial guarantees for the rural new town. 
Title VII of the Housing Act of 197p stipulates that guaran^* . 
tees and other aids may be provided for "free-standing new 
communities which are economically feasible and will assist in 
equalizing population growth."* The federal guarantees pro- 
vided by the act can apply to public agencies and cover up to 
100% of the value of real property acquired for c the new town; 
plus 100% of the development cost. The percentages for pri- 
vate developers are lower.. 



f5) Other. "NeV Community Assistance 




Supplementary grants are also included under tr^New Commun- 
ities Act from other federal agencies. *The Dep/irtlftents of 
Agriculture, Commerce, HEW, HUD, Interior, Transportation , 
and the Environmental Protection Agency have had programs which 
can ^e used in relation to new community development. ^ 

Most- of these- programs , however, either have not been funded 
or have been absorbed by the'° revenue sharing program. Any 
potential rural n£w town developer intending to* pursue a HUD 
New Communities guarantee should, of course , rechectf all of 
these possible grant sources to see which if any are still 
available . . . \ s . . / ~ r 

The farmers Home Administration has a related program of 
guarantees for land purchase and development of new commun- 
ities similar to those lipder the HUD New Communities Act. 
These should £lso be investigated further. ] 

,.* \ ■ «■ ■ . -~ '' 7 ■ ■ 

STATE AND LOCAL GOVERNMENT FUNDS 

There are no existing state and local funding programs for hew 
community development. There are no grant programs, loan pro- 
grams, or guarantee programs for, a rural new town^ Various 
state programs exist- through the agricultural colleges that 
could aid in farm coop development, but there are no programs 
foi: financing larger ventures. > 

However, state and local governments do have available £inan- 
.cing techniques that might prove very useful. 




AtS*Jfe state level, a Home Finance Agency has recently been 
cteited. The agency will sell lowjsr interest, tax-exempt bonds 
to finance construction of low altd\no derate income housing. 
This construction could be part of a rural hewM:own development 
The agency funds may also 'be available for related comrifunity 
services and facilities*. In addition, . state financing could 
be combined with state administered Section 8 Rent Supplement 
funds . \: 

(<2) Loc^l / v y»"' * 

On the local level * ;' th-fc* problem is gating access to financing 
techniques that h^ye : not^Seen available to community/gyoups 
in the pasti The Masix: goal is to use tax-exempt .'bonds/ and 
local taxing power, ; whether at the county, city r «c&r special 
district level. > ' , ... •* v 

' ' ' • r ■•■ \t- : ' . ' < 

' - ' V: v - " , * 
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(3) Local Tax Exempt Bonds General 

There are many technical complications with local tax exempt 
bonds. The processes of bon'd issuance, and what the money can 
be used for, vary greatly with the governmental forms. This 
must, be looked into in greater detail* on the West Side. In 
the following section- we will discuss some of the ways tax 
exeanpt' bonds can be used for financing, and some of 'the ways 
tax policy itself can be used for rural new town development. 

Under present federal and state income tax law, bonds issued j,, 
by local, governmental and quasi-public agencies as well as. 
certain nonprofit corporations for public purposes are "tay ^ifj 
exempt. " That is, the bondholder does . not have to pay federif^ 
nor usually state, /tax on interest received. Thus, dollar:7^>^ 
for dollar interest payments from tax exempt bonds are worth r , 
moteHthan interest payments *• from conventional corporate bonds" 
which 'are not tax exempt. For this reason, tax exempt bonds 
sell at a lower interest rate than equivalent risk taxable 
bonds . ^ 

Thre^ forms of tax exempt bonds are common in California: 
general-obligation, revenue, and nonprofit corporation. * 

(4) General 'Obligation Bonds ( 

Cities, counties, and many types- ot special districts have 
th£ power to issue general obligation bonds. These bonds 
usually must be approved by two-th^jds of the voters before 
they are issued. All property owneT^ and taxpayers in the 
bond issuing/ entity are liable for payment on the bonds. 
Because' of this relative security and their tax exempt nature, 
they normally sell at interest rates between one-third and 
one-half lower than taxable corporate bonds. 

General obligation bonds may be issued for any municipal im- 
provement. This would include waterworks, sewers ? light and 
power works or plants, buildings for municipal uses, school- 
houses', fire apparatus, ^street work, and any othpr works, 
property or structures necessary or convenient to carry out 
the objects, purposes, and powers of the public agency. 
(See Government Code B 43601.) 

(5) Revenue Bonds 

Revenue bonds can usually be issued without voter approval 
for revenue producing improvements including: water supply 
and treatment,, refuse disposal, drainage, parking facilities, 
public transportation, airports, hospitals, and so on. (See 
Government Code § 54309 - 54309.1.) In other cases, such as r 
parking garages, utilities, housing, and commercial and * „ 

. . . *' * ■ . • % 
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industrial facilities, a city charter amendment may ]be 
required under state law.*_A simple majority vote is Suf- 
ficient fc£r passage. f r ■/ , 

. Sin ce t axe s c anno t be used to pay -xd f f revenue bonds , they 
generally sell at interest rates .S% to. 1.5% above general 
obligation bonds. Certain guarantees must also be bigilt 
into, the bond issue. These normally include ,a cash reserve 
•at least ecfual to one year's debt payment and projected 
revenues that will produce an annual cash surplus. 

(6) Nonprofit Corporation Bonds 

Nonprofit, corporation bonds are a form of revenue bond. They 
can generally be issued without voter approval for any func- 
tion which a sponsoring public agency may undertake. The 
nonprofit corppration may.be established by a single agency 
or by two or more agencies through a "joint powers agreement. 1 
Any project financed in this way may have to revert to 
public ownership after the loan has been repaid. 

While- nonprofit corporation bonds are exempt from federal 
income taxes, they are usually subject to state taxation. ' 
For this and other technical reasons, they generally sell 
at interest rates .5% to 1.51 above normal revenue bonds. 
However, they still must have, the same kinds of guarantees 
which are required for revenue bonds. 

(7) Other Tax Exempt Bonds . 

There 'are other types of tax exempt bonds and bond procedures 
which may be applicable to the rural new town. * The most 
promising would be tax increment bonds which can be issued 
by redevelopment agencies without an election. This method 
will be discussed later in this paper. 

' ' .» * *' . 

(8) Tax. Exempt Bond Use With Rural New Town, Development 

•'\ u 

For now, the most , important points to note about tax exempt - 
bonds are that they might be used for almost any rural new 
town investment , vthey will, have a below market interest rate, 
and they usually "represent L00% financing. Thus, they may 
be a way of obtaining indirect government subsidies for the 
rural new town project. _j ■ 



Recently approved state legislation in California now 
authorizes the issuance of revenue bonds by local redevel- 
opment agencies for the financing of new housing without the 
need for an election. The financing may also include com- 
munity and commercial facilities Related tb the housing. 
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This woul& not be unusual since tax exempt bonds are already 
used to varying degrees by profit motivated developers pri- 
marily for infrastructure costs . 'The extent of their use by 
prof it /or nonprofit new town developers depends on the 
relationship of the developer to local governmental agencies 
andthe peculiarities of state and local laws. 

However*, it .is re^^^ble to .assume that a nonprofit rural 
♦new town, because or its public nature, may be able to obtain 
a somewhat greater use of tax exempt* bond% than could a profit 
oriented developer. Thus, if the rural new town could be 
financially structured to represent a fadrly .safe- investj»*nt 
and could, as or through a public agency, arrange tax eXfempr 
bond financing foi? the bulk of its development debt, then the\ 
interest rate might be reduced to an average of between 61 aric 
7.5%. This would represent a significant savings when compared 
to commercial interest rates which may run over 10% at present. 
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(9) Guarantees *\ j ^ - , 

However, without substantial guarantees or a very^large lni- | 
tial mbridy cpnuftitiii^nt .by the developer, it is unlikely that 
a <£tt*al hew town- venture* would; be considered «ven a "moder- 
ately safe investment , especially during .the early years of 
development. The guarantees, might come from a governmental 
agency with a broader existing tax base than the rural n^w 
town itself / for example, the. county in which the town^ is 
lpfcated. , -Jhi&r would-be similar to the function served, by,. , 
sii^i 6xis ; tihg programsT is the guarantees available under the 
Nej^^bmtounitieS' Act oy the state guaranteed tax exempt bonds, 
~ id$ued by Michigan and several other ./^ttfctes. As mentioned 

eaflier, it may also be- pos'sible"* to arrange guarantees -from 
•such private outside sources as larger charitable foundations 

,(10) Fron.t-End Money 

•In addition,, the ' great , amount of initial money required to 
"start development might- be raised from socially oriented 
union pension funds, religious endowment funds, charitable, 
T foundations, and so on. The limited partnership tax shelter 
arrangement outlined in a previous section might ,be another 
possibility. If, in this, way, the front-end money problem 
Can be solved, the nonprofit new town would become a more 
attractive investment for bond purchasers. 
*» 

OTHER FINANCIAL CONSIDERATIONS . 

The general economic and .financial strategy of retaining reve- 
nue flow, profits*' and the land increment within the community 
is in itself a major financing technique. Other ways that 
money presently leaves the community, should also be examined, 
such as local taxes to the county and special districts. 
There are methods to internalize these taxes," stfth as using 
a a tax increment district as outlined in the next section, to 
help -finance development of "the rural new town. 

(1) Loan Payment Schedules 

A major strategy for development financing would be to change 
the form of financial payments." In all of the debt form:? we 
have discussed, the terms include a level payment schedule 
This in effect overcharges the project at the beginn:-" 
undercharges' it at the end relative to inflation or c 
income. Since all payments are the same; it is very 
to make the early payments when the project is development Ot 
■agricultural land or building a rural new town. It would.be 
much easier Lj if &ie loan structure were to follow the income 
pattern. Payments should be low in the beginning, rising_pver 
time as the project /brows, y/ 

: . V \ 





(2>; Deferred Interest and Index. Loans ^ 4t!s! * , 1l 

One such, financial method to achieve the* above is the.'-deferi^d. 
interest loan, which 'requires, no payments in the early.: years .Nj.; 
Another is called the index loan., ..This method typically ties . 
the payment schedule to an' economip indicator , such as -the 
cost-of-living index-;"^ When the loan is negotiated* inflation 
is. set* at zero ' arid the index number is equal to one; At that, 
"time a -basic payment is calculated which would repay the loan 
at* the low real mortgage rate in^a. given number vof years. By 
the end<of the first year, £he, index number ;is' increased to 
reflect inflation, 'The index number is then applied to the 
basic, payment , and the product: is the payment due.- The index 
number is increased with inflation throughout the term of tfh&~.J 
loahV . The index could as well be tied to the increasing income 
from the rural new" town or 'that of its residents. 

FINANCIAL COMBINATIONS AND LEVERAGING * 

""Any number of the financing methods outlined above might *"be 
combined. In terms of the rural new town, a basic approach 

.would be to use Various financing combinations \or greatest 
"leveraging." This means borrowing as much money as possible 
"with as little of your own funds iis possible. Fot example, 
qne foundation might guarantee a loan from another foundation 
to the. rural new town project with little or no money provided 
by the pfcfject itself. 

A somewhat more complex form of leveraging might be the follow-, 
ing. Foundation or government money is put jip as a guarantee - 
fpr a loan fro m som e, other charit able S£urce. T his ldfen is. 
"then deposited in escrow to act as a guarantee for a eommer- , 
cial loan or bond financing. Thus, for each grant dollar many 
dollars of borrowed money might be raised. For example,- if 
a guarantee must.be 20% of the loan, one dollar could be 
.used to set up a five dollar guarantee for a twenty- five 
dollar loan. If the deveraging were one-to-ten, then one 
dollar couldjigenerate a one hundred dollar loan. 

A similar, but even more sophisticated arrangement has been 
used with bond financing. This method allows for a 100% loan 
and a large guarantee reserve fund without any initial nroney . 
from the' borrower. For example, if a 20 year loan^is needed 
for some project, 'the bond purchasers require a 25% cash- J. 
reserve, and the project has little or no money itself, thtfn 
the following arrangment might be used... Borrow the money tor 
the reserve from the bond purchasers or another source. 
Issue the bond series for 25 years instead of 20 years, but 
collect payments from the project as if it were a 20 year loan. 
The extra* mon^y collected is deposited in a second reserve 
fund. As this fundVgrows, the first fund is paid back to t^e 
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lenders so that the total reserves remain at\2/5% of tjie project 
^ "cost.f Assuming, tax exempt vA bomi financing,, the initial reserve- 
2<*tyil*l be totally paid back within l^years.. Aft£r this time, 
v^the second reserve will continue to.grow until it has enough 
"money to* pay off all the remaining debt by the, end of 20 . 
years . * * , . • , 

COMMUNITY/ LOCAL GOVERNMENT-PARTNERSHIP FOR THE RURAL NEW TOWN . 

■ ■* , . .... » ' ' ' 

"*\ INTRODUCTION • ■ 

V Our b&s jc approa^ifi to the development of the rural new town and 
* ' its suitf Qunding> agricultural areas is to define ways in^ which 

revenue^ flows and increased valine from urban ancPfarm land can be 
kept within ^the community. These, include various cooperative, 
trust, aftd pthei» local Community and resident ownership forms. 
. In; order to ^coordinate and finance'the development, however, 
we propose that the new town itself be -regarded as a public or 
quasi-public entity. The arrangements *we outline in this s'ec-, 
/ tion work toward that end. The basic concept is, tp establish a 
a community/loca.1 government partnership which can iise as, much 
governmental power as possible. This strategy should -be fol- 
lowed regardless of the specific financing arrangements made 
- for the rural y new town.. *."> - 



Among the local government functions we are most interested* iii 
are the power to control land use, eminent domain, developing 
and owning real es.tate, and providing 'commuhity services. 'The. 
most important power that the local government has for new town, 
-dfrve-lopme-n-t is access to money througgfe-- tax exempt b^nd - f inancings 
taxation, £nd 'funds from the state, ana federal governments. 
Thus, in any of the development schemes, the goal is to find ■ > 
ways to maximize local public financing for the community T s~use . ' ( -< 

In California, beneficial communi t'y/lgc^l governn^nt partner- . . 
ship arrangements would include use of county powers, creation* • * 
or expansion of a citf government, or the creation or expansion. 
of special districts. Each th*se vehicles can bring some f 
soyereignty to a local community and access to some of qthe \.wy 
financing needed for the rural new town. ■ / 4 ; ■ 

■ v . + 

Obviously, any of the'se forms must bie seen as part of real world ~ 
political processes . They will all involve the county politi- * 
cally in one way or another. % Thi? will occur directly*' '-through 
the county board of supervisors, .or in other ways through t" 
Local Agency Formation Gg&mission. 



he 
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LOCAL AGENCY FORMATION COMMISSION 



* 5*2 



The -^relation or expansion cecities , Special districts, tfnd v 
Other 'governmental entities oh California required the* approval 
of the X(J>cal Agency Formation Commission (LAFCO). Therefore, 
no strategy v for*the creatioil, of ' hew governmental units qt the 

1 r expansion of existing governmental units can.be considered, if 

it will not be approved by LAFCCf. In addition to having a^ 
great dea,l of power, LAFCO * s, have a great d^ai of discretion 
in determining whether^they will- approve a particular proposal. 

(1) Purpose - , ; • , , 

T)\e .original purpose of the sta^fe, legislature in creating 
< ^ LAFCO 1 s was to prevent* uncontrolled and irrational prolifer-^ 
s ^/afcion of 4 governmental entities*. Under ' the law, LAFCO's are ; 

directed , to consider population, "economic feasibility, the 
^ need for community services , -the ^eff^ect of the proposed action 
v > tt bn neighboring, governmental entiti^s^ and conf6rmity with 
^v* cbunty plans? ^as weld as other criteria,^ in, deciding whether ♦ ; 
o^l'Jo approve ^vpart;icu,iar proposal. As one can imagine, a LAFCO 
/JyT^cpuld justify any qf its,' ^e'cisioYis on 15fce bas^s of one or more 
*' ' of the above ^criteria. ;^lt would* be 'extremely' difficult to-" 

prove that a L*AFCO was^not acting in e^t^rmancel with the law. 



Ther^eforev^ LAFGD^ decisions are- virtually Insulated from judi- ■ 
cial review^ unless k tA^O fails to follow tfre necessary pro- 



cedural steps 
£2 ) Gojy^ef nance 



'LAFCO 1 s\are~ge^ b^^five irtfember board* 

County BSa'r^^ twd member^jf row ii 



The m 
.ts own * s 

jnem^ersh'i^^' i^wd members , whq}mus t ^be ti ty of f&g^ts j, are ,^..-. f 
.appointed by a ^ity .selection If ommittee , Which consists of^ • r - : 
^ th^ mayors &ach ^i^yfrjn the 0 Qouii£y v Ttfe fiJFth member, from *K 
the^ 'g^Mral^p'uBlic , is .appointed by- tjie^pthef four members 
Memberfe sexye for* fburfVear terms Vhich are staggered**^ 

The current members aftd alternixes' 



are ^nCi^idfed ' in ,the fbllowfng tabl 



tjie ? Fresno "County v LAfvCO 
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1 •'• , Mej^eyshi p of - FreSno County Local Agency 

V/-^ • — • — : — : y 

. Formation Commission 



W REPRESENTATION 



John Howard 
James Bar sotti ' 
James^Sa^it;y 
Arnie Rodrigi 

* : ""%ftth Albright 

. v 

Paul Wasemi&er, 
JohA/ ftani^l son 
\^J&bte 1 1 ' F frrt m * 



City (m^yor of Selma) > 
City (counc-ilman, Sanger) 
County (supervisor) \ 



TEI&' 

v 



END I 



County (supervisor) 

Public V* * - v 

v A 

City^ (alternate) 
County (alternate) 
Public (alternate) 



May, 
May, 
May , 
May, 
May, 
May , 
Feb, 



19 y 

1978 
1978 
1975 
1^76 
1975 
197 7, 
1978 



Political Considerations 



anythi^Jt is to be done in terms of using locaj governmental 
/owters on Tll^^est Side, it will be essential to *have favorable , 
•opinions' ai\d decisions from the Fresno County JJVFCO. We have 
not found any way around LAFCO far .the^gbvernment^l forms^most 
beneficial for rural new town dev^l^ 

and political clcmt are very. imp'oiK^ahi A potentiaK*ural hew 
* t own de vq-1 bpVr musV a^tso i study tHe" livelihood pf'^hmt the. Fresno 
County LAtCO may *a^pro^fe, a practical consideTat^dnMhaJt^ill 
h'dve a definite effect on any long t6rm strategy J - s ijL 

/ Out present estimate 'is that -extensive -political ;&roTrndwork is r 
' required, since the current LAFCO board would probably not be 

favorably inclined towards jural neV town development on t^e 
*West Side. Short^ of' 1 changes in the LAFCO legislation;, or 
• suits' to change the power of* LA^FCO, the: commission will remain / 
the key to any of the longer,, term' strategies for community/^* 
local government partnership that .are proposed in this pap^rvv 

MUNICIPAL i'NC&R^'ORAT I ON, ^ , * < : 

Although our preliminary studies emphasized Special districts 
and special' .service areas in conjunction with rjural hew town . 
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development / fctirthey research hag" shown that themdst beneficial 
device- for the use of } governmental powers' is municipal incoypo r- 
Ation. While otljer measures* are possible, this is by far the 
most powerful . and flexible method available, 

■ * « \ *'\ 

(1) Role of LAFCQ* 



■ X ,v '.. 

Municipal incorporations, vas previously indicated, must be 

approved by LAFCO, Cities have substantial advantages over 
other types, of formations. Once a c^ity is formed, LAFCO cannot 
determine whether the city may perform a particular function. L < 
.Furthermore, Cities are eligible fpr'sftate and federal funds. 

At present, no petition for the incorporation of a i)^w city may 
be circulated until approved by LAFCO. This is what makes poli- 
tical control of the commission so crucial. \< 

Once a qity is' incorporated, however, the adoption of a xh|rter 
adds to its powers. Tfcis can be done without LAFCO approval. 
City territory is riot 'subject to LAFCO, The only function of a 
city that is subject to the commission is annexation. Incor- 
poration , f city expansion , new districting, and. changing the 
powers of a district are all subject to ,LAFCO review. But a v 
city can function within its boundaries'wi tjiout LAFCO approval 
or interf erenceV^ *' ^ 

f (2) City Type *-- General Lavf and Charter 

If a icity does not 1 hiave a charter; it is algeneral law, city,' 
Most larger cities in California, population of 50,01)0 or more, 
have charters, while smaller tdties are usually general law, 
cities. 3 General law cities are limited in their power to 
/perform, particular types of services or activities to those 
f powers specifically granted by state law. An existing city^ 

may become chartered without LAFCO approval, ;V^ S 
■'*-.- *. 
Proposition 2„ .which passed-,Novembe>r 5, 1974, was a California^. 



' 1 The procedures /for incorporating a xity, adopting a city 
'charter, and annexing inhabited^hd uninhabited territory are 
^included irf the . appendix. 

- "v 2 How\ver, LAFCO can 'determine whether a special district 
• may provide a "new or different function or class of service." 
Gov. Code ^54851 (d) . • • • * 

<j 3 However, any* city can have ^a, charter -and at least one 

city with under 4,0-00 people s has "one. . 

A 5*- . j 
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state constitutional amendment which ^eliminates the rteed for 
state legislative approval of city charters and charter amend- 
ments. Thes6 matters are now left entirely to the local pop- 
i&ation., . . t -~*\i ' • 

(3)/ i ^Super ior Power of Chart er.^tHit ies 

. *■■ / ' ; ' " > * x 

Charter cities have broad powers under the California Consti- * 
tution. In the area of "municipal affairs 11 they are supreme 
over the state. 4 In areas of statewide, as well as local, 
concern, they "may make and enforde all ordinances in "respect 
to municipal affairs^, subject only to restrictions and limit- 
ations provided dn their several charters and in respect to 
ot^NTer^matters they shall be si^bject to the 'general laws. 1 ' 5 
Wh&ljbVthe courts and the legislature have ritiz set forth broad- 
criteria for determining in What' areas cities are supreme and 
in what areas they are subject to state regulation, it is 
clear 'that charter powers provide real advantages. For example, 
chartered cities do not have to follow certain state provisions 
when issuing particular types of bonds, nor are they governed 
by state pension fund laws, -and they have greater powers of ' 
taxatdpn and loca.l. administration . 

Article 11, § 7 of the California CoristitutioV grants cities 
the power, to "make and enforce within its iifoits a>ljf local , 
police, sanitary, and, other ordinances and regulations; not .an, 
conflict with general la\fe. M This grant ,of power , fah&^abm- : 
Mned wi*tji the broad 'J^ant' of power to charter cities^,> afllbws 
CTraErter cities to undertake health, welfare, and economic'**' 
functions ^similar to thpse performed by the federfel and state 
government, so long. as- they do not conflict with state and/or 
federal law. For example, a city could undertake private \ 
enterprise functions for the general welfare of its citizens. 
It can condemn, donate, and acquire land, buildings, and bus- 
inesses for a public purpose. It can provide whatever services 
would promote the general* welfare . ' 'y ■ ( . , 

It is possible that nvpst of /the aboye functions could be pro- 
vided by a general cit^r However, the exercise of ?such 
powers would always leave the city open to legal attack on the 
basis that the state law does not provide general la.w cities - • 
the power to undertake the particular function. . 

Cal. Const. Art. 11, § 5. 
5 Ibiq . \ 
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(4) Use of Charter City Powers by the Rural New Town . 

Acting 'with a charter, city powers should allow the rural new 
town to aid agricultural and urban development. A city, for 
instance, could act as the land trust for both the agricultur- 
al and urban land. While it might be very difficult to have /. 
a pp&iate land trust; qualify for • tax-exempt status, a city 
automatically has that-^s tatus as a public agency. 

A city could al^o act as the purchaser, condemned, and financer 
of the land. ^Efte ^financing could be done at public interest 
rates. A city nright belable to use its financial power in 
support of aferieultural development. It would also, be, the 
funnel for bridging in and distributing federal x^yeriixp"- 
sharing funds/ Some of these funds vcould^b'e used*f«r rural 
as well as trrba^ purposes , ^s paifi VSf van Overall community 
development/ strategy. ^ 

Similarly / a city might act as the owner of fatm -equipment or 
ot'lfer capital investments for the surrounding farms and coop- 
eratives. \tity powers might be used to finance the equipment 
at public interest rates. The city in effect could operate as 
an economic development bank both for rural and urban invesfV'./ 
ment. Further^&^u^y will be needed to determine how far crzy- < 
powers can ie expanded ,rTnclu*ling the security and guarantees 
required of municipal Pond issues- ayi& restrictions in the 
Internal Revenue! Code. T v 

; At this stage, however, our legal research indicates that city 
'powers can be broadly applied. If investments can be defined 
as having a definite public purpose- financing should be avail- 
abler through a oity T s borrowing and taxing powers. 

\ . ■ " J ■ , . -V- (| 

Cities can cons truct , own and operate utilities electric 
power, telephone, cable tv, gas, water, transportation systems, 
and so. on. This is true despite the common private ownership 
andfoperation of these utilities. A city might operate a radio, 
or television station, financed with public money. Housing is 
also an area within the powers of charter cities. Real estate 
u development, such as commercial and industrial park development, 
is also a possibility, These are all areas where the city might 
use its .financial powers to aid community economic development. 

The normal control of land use r- through zoning, as well as 
subdivision, building, and housing codes --vis also very impor- 
tant to new town development. However, the emphasis of our 
proposal is on the strongest land use- control mechanism -- 
direct community ownership of the land. „ * 
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(5) City Powers in Agricultural Areas 



In general, a city can extend its powers into acr iciil turali^areas 
as long as those areas are -indluded within the city limits'. 
However , in some cases city powers might also be extended to 
arejas outside' c^ty boundaries. j' 

*\ . • * %»\ 

Another considerat ion that should ,b& investigated further is 
whether a city. would be subject to the acreage limitation of 
the Reclamat iotLJAct . S^ince our proposal looks, toward develop- 
ment of .larger scale land trusts and cooperatives for thfe rural 
new towTi, city ownership of land migl\t well avoid potential 
problems that our own development strategies might encounter \. m 
with the acreage limitation. \ Complicated leasing arrangements 
might be worked out to avoid a % the % limitation, but it is pos- 
sible that public agencies are ^i?riply not subject, to the ' > 
Reclamation Act provisions. A city could theri-fuiict ion as^ a" ' 
large scale land tr^st for the area. \ / 

SPECIAL DISTRICTS ?: . 

An alternative to the formation of new or expanded cities is 
the formation of special districts. The advantage of such a 
formation is that it does not entail the responsibilities that 
go along with municipal incorporation. Furthermore, LAFCO 
might be more willing to approve the formation of a special 
district in cases where it will not approve the formation of 
a city. v 

(1) Powers 

Special districts have the power to perform special functions 
set forth under California" law. And, they have the power to 
perform the acts * necessary to carry out those functions. ;For 
example, a district with the power to provide water h&s th£ 
power to purchase water facilities, condemn 1 facilities and 
land needed for providing water for public use, issue bonds, 
and levy taxes. The power of districts to issu^ tax exempt 
bonds makes their formation- essential for the. provision of 
ut il i ties . * > 

(2) Relation to" Future Cities - •! ^ 

The formation of special districts may also be* critical in 
determining the boundaries of future- cities . It is unlikely 
thgt & district which^as broad governmental powers will be , 
divided up among sever&l cities. 



(3) Types of Districts * 

Several different types of. spec ial distr icts are outlined in 
;the appendix, VjEach y of the district types hps unique prereq- 
uisites for its formation, administration, ,and servicer area. 
Some district formations may be blocked by owners of half the 
assessed l&nd value .in an area. Some districts are governed 
by the county v . r&t her than by district residents.- Landowners 
govern certain** districts , while btjhe'rs are ^pverned by a 
majority of t\\v registered voters. 

i , 

•The most useful forms for rural new town development are the 
public utility district ', the community service .district , arid 
the county service area . These are ^described in detail in the 

/appendix . ' ~ ' 

"(4) Recommendation . 

We are not recommending** that a rural pew town developer move 
toward use of special districts, even though the Fresno County 
LAFCO might approve, their formation. Despite the fact -that 
these' districts can serve many functions, they are simply too t 
limited in terms of the 'needs of an expanded rural new towp. 
The best strategies remain Quarter formation^ and expansion from 
an existing town like Huronpfw a new incorporation and charter 
format ion , fol lowed by SnnexilJon; ■ , * ■ 

Districts might be used, however, as an interim strategy that' 
Essentially would accomplish rural new town development in ' 
phases. In this case, the community services district might 
.prove most beneficial for the new town until incorporation., 
beeomes [possible. , 

v COMMUNITY REDEVELOPMENT LAW 

The California Redevelopment Law provides a procedure which 
can be useful for rural new town development. Under the law, 
communities 7 may undertake the redevelopment of designated 
project areas. 

(1) Definition 

Redevelopment is broadly defined. „ 

6 Health and Safety Code Sect ions 33000 et seq. v 

7 "Public bodies, M which include cities, counties, districts 
or any other subdivision or public body s of the state, comb, under 
the state act. Health and Safety Code 33003. ^ 1 
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"Redevelopment" means the planning,' ilev.b lqpnjen t , 
replann Lng , redes ign , c learance ,• recap's t met ion , 
.or* rehab il i tat ion ... of all or part of a survey 
aWa-; and the prbvisi6n of such residential, com- 
* m&rcitpji , industrial # "publ ic , or other structures 
or spaces as may be ^appropriate or^iicccssary 'in t lie 
interest of the general welfare, including recrea- 
tional ... fac i 1 i ti es . (II. 0 S. Code 8' 33020) 

(c) The replanning or redesign or original devel- 
opment bf underdeveloped areas t-b which cither of J 
% * - .the fol lowing • condi tions exis.^-, 

. (1) The areas "are stagnant or "improperly 

yr' utilized^ . ■ K t 

. v (2) The areas require replanting apd land 

assembly for reclamation or development 

in the interest . o f the general welfare 

(H. 5 S. Code .33021) 



SO 



Redevelopment projects may be undertaken in blighted areas. 
These inc ludCj aYeas in which there are unfit or unsafe build- * 
ings ; , faulty planning, depreciated values finadcquate tax << \ 
receipt^, unproductive condition of land) .-p Othc'i* sections 
of the^law specifically aildW for new community : development 
-(rt. 5 S. 330Z1), . 

'J " i, 

(2) Eminent Domain . .- : 

A re;deve lopment agency; like other government .agencies, may 
Ifse the. eminent domain .process in order to acquire property 
for a pro j ec t . ^ 

(3) Process 

A possible disadvantage of the redevelopment process is that it 
must conform with cumbersome planning and administrative efforts 
in order to comply with the state redevelopment law, 

(4) ^ Tax Increment Aspects 

There are two very important features of the redevelopment law 
in California that-make.it extremely valuable for a rural new 
town development strategy. Redevelopment districts can use 
tax increment financing. This means-that all property tax 
revenues generated by increases in area property values after 
adoption of the plan can be used to pay for redevelopment 
related projects. *. 

, 8 See H. § S. Code 33030 et seq. 
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ThCgsecond important, aspect of the lavf/is: that redevelopment 
projects .may issue tatf exempt ho'hds which are secured in whole 
or in part by the tax increment revenues. These bonds can be 
issued without voter approval) 4 Salc of such bpnds would per- 
mit the agency/ or lh)J city council, to borrow against the 
enhanced value of the" 0 jdist ricf land and if6w,or rehabilitated 
> structures to meet program expenses. 

>(5) Implications of Tax Increment Powers for "the Rural New Town 

* . * *- 

A new community, built new or £pom an ex^pand^ed tpwn t can' be 
defined as a' redevelopment p^rc/ject which then wou/Ul have all 
y redevelopment powers. If art-existing city defined itself in 
this manner, the prdcedure would not be subject to^ LAFCO 
approval. The local city counci 1 woii Id have control of the 
redevelopment proccss.'\ ; 

The f major benefit -of this device is ,thc internalization of 
revoniie lol^s , spec i fical ly tax^ticjn. Since tax increment * 
^inantirig would retain the taxes' fr.pm increased prpperty 
VtvAlue4 within the rural new, town-*, prppfrrty taxes which would *. { 
gd normal ly> to Fresno County* Wd to the West lands- Water Dis- 
trict would be retained- fo.r lqcal' use. 1 ;. 

Thus, making the rural new town a tax incremejit^ redevelopment 
district is cr i t ical ly /important to our ovo r rli^V proposaj for 
the West Side. Not only could ths project internalize increased' 
land values and development. prof its, but it could also retain - * 
all property taxes on the increased land values and^ new devel- 
opment. r ""> 

Outlining the economics of the rural new town ' 

^ ^^^^^^^^^^^^^^ 

INTRODUCTION . ... - * 

4 

Where do alT lihese financing and partnership arrangements lead 
us? Assuming good pol it ical relations with the county boai*d ; of 
supervisors and LAFCO, and a generally "stable economic" condi- 
tion in the San Joaquin Valley, we will project in this section 
the econpmics of the rural new town oh the West Side. This pro- 
jection will not include either the early agricultural efforts 
of such organizations as the West Side Planning Group or the 
later regional' development of the entire area. We will facus 
our outline on some of the main economic features pf a matpre 
rural new town on the West Side some 15 to 20 yearf 1 henc£? , 
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BASIC ATTRIBUTES V 

As described earlier, the rural new town will develop through 
expansion from Huron, the most' likely base for growth. Devel- 
: opment will include the agricultural areas surrounding the 
town.. The basic attributes of the town are summarized in 
Tables B and C (pages 21 and 22). . 



BASIC ASSUMPTIONS 



Our assumption- is t%t very early, Huron will become a charter 
city to maximize the local powers essential for new town dev- 
elopment .^We also assume that there will be good political 
rel-ationsWith LAFCO and the county so that Huron will be able 
to annex surrounding territory. In addition, we assume that 
financing for land purchase and development will be obtained 
using tax exempt bonds. Most critical of all, we> assume, that 
political control will be gained through thev Huron city council, 
since sec ure and long term political contro l of the city govern- 
ment is absolutely essential for the rural new town development 
process tq work . 

OWNERSHIP AND CONTROL 

-We anticipate the maximum of .community , copperative, and • 
resident ownership forms throughout the rural new town. This ^ 

" includes .the land, improvements on the lanja,.and real estate 
including cooperative housing, and commereaal and industrial- 
buildings. It also includes equipment cooperatives ,. marketing 

-cooperatives, and other agricultural related operations. We 

'"expect that a- fair percentage of "the prMfcive and service 
enterprises will be mutually'^nd localjj&fmfaed such as retail 
and wholesale trade, light industry, cc^f^f-uction, and group 
professional services including medical a^ftd legal. Maximum ? 
control of utilities and public services will include commun- 4 
ity owned electric power, cable television, telephone, gas, 
water, *and transportation, as well as cooperative radio, tele- ^ 
vision, and newspaper ventures. These ' ownership forms are 
intended to .retain the increa&ed land values and prof its .that 
would- qther^^e leave the community and to maintain c<*nmunity 
control of l^Sejitial resources and 'services . 

LOCAL ECONOMY - 

"Basically, the rural new town wiU'Me "mirrors" placed around 
its local econqmy. These economic mirrors will allow capital . 
from outside to reach the town, but will "reflect profit*, and • 

' 'land value -increments back into the community. In this way, 
the economic and social- well-being of the residents wi.ll l be - 

. increased. . 

■V , 69 
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LA(jD AND LAND REFORM ASSUMPTIONS 

We also assume thf so f United "^i^l'Sstg 
J.X?o 3? el fet^e^Ho eve^ so,e of the and >£ 
apply 10 L1 . 1 ^ 1 . cprlire d at pre-water prices. i" . -«J0-r 

the town will be securea *l y t i k * enforcement of th}£ rou . . 
to be achieved either through P a ^^J ® with the present land ^| 
"re Imitation, or thrpugh negotiation with ^ h ^ 
owners/ We assume then that P«t^ot value, 
at between one- third and one halt ° property and develop >^-r 

•£ .Lntfin ^e^resen^^Vol Huron will be.pur chased^ 

FINANCIAL ASSUMPTIONS ' ' v ^ 

We assume sound and.' beneficial financing * 
Obtained but with- few federal, state or ma . ri loca^ f 
Instead, outside guarantees wi.ll perm p antee s eithj^T^ 

clng These wi*l include new J£? mU ^ r aUon , or other. guaTanv 
from HUD or the. Farmers Home ^mini.st rati on 

"tees from church and charitable -spur ces bg us £or 

cing, relatively lower ,^J« e ^ 0 ^.^ as possible will be 
devilment. As much of the Project a p ^ it fmaA- 

finandfd by local government bonds ^ £ 
cine at* 6% «> 7.-. 5*, in5 ^ £l ",„ entire 'project -- land, ^ a >> 
10% 8 and above^ Virtual!) the « »? \. will be financ^ 
estate, equipment*, utilities, 
at .public interest- rates. . J _ 

GOVERNMENTAL FORM- j 

We assume thejpst beneficial government ^-^Win^ 
chafer city €hd tax increment district a - ricult ural ( 

expanded a new town specifically ^ u ^ n f ; be a community rede- 
areas The complete rural n&w town wx same 
vexopment project. . Si nee thejistrict^ill 

boundaries as the city, the local 9°|^ anning a nd development. 
: councSfe»Ulv h ave . complete; control . ^ . ^ 

PROPERTY TAX CONSIDERATIONS: ?- ' ^^^P* ^ " j ,' 

* ' , .'.^ ia« will create another set • 

The assumed use' of redevelopment la^will ^ ^ 5 

of economic mirrors; in this case «° ^ £ , the town mil 
incremental' property taxes The rej^a p£ the #cal 

pay alSoJt.no property tax that wii/i g jhe/WistJan^Wjter 
economy; -little will go to the jognxy, retaipe^ta^ V?»oney . 

Sifc or to the so h^distr jet ■ la ™ e devel ^ BCtt ^ ? T[t wxll 
will be used for !and purchase^ ana infrastructure of 

also be u^d.for the f^^finfs ,iand communications ■ as 

roads, pipelines, sewers , " . 




S5Sevlr nt L W ;}i 1 i P ^ b ^j y n0t hapP) ( Vith this. Arrangement^; 
V«™ * * have to continue tojproyide^the rural new 

town, the s^me .range of services that^t provides W other \ 
citiesjm the county. Similarly, the Vater 'Dilt/ict win con 
tinue io serve the town. rfut the .town) of courj will i Lt 
receive any special favors from these- agencies . 

SCHODL DISTRICT FINANCING ' / . „ 



^• the /^F 0l ^^' ict - Wl11 se JP* '"t° present a prot 
since this if wh^re; &0% of propertyJfax money. traAtiSSS 
° ; n Banging new families th^land will put'ln.aSdec 
•^r d !^.°!}_^f fcheoPsystem wn^le genying it tax' revere frc 



^n\^2li U /4^'- " ow ? ver < t^ n \^ e situation "will ex'is 
on tne^West /Srde, since the schqolAiis'trict includes a mur 

S^e^lgst of the Westlands Water\ Mstrict -- well Beyond 
(p^o^ed_ expansion* of *the rura|lnew toX based in Huron 
„ S ifS M ^^ii b !^^ Pf rtial lS 4 re^rS most 'ofMJe^Ad 




not jlurch_ased 
f ions and la 
then; will ^5 
ro un d i n g/a^r e a^ 
^ujjpqr^T the «sch 
lb 



il\j>chools 
person, one-v„^, 
Haint^in -cxiutrol. 

I 

Wlll »} hyW^er, be & limi/ to ho 
rt caii/raise in this dharfhef;, 
1 l e w / 1:I scarry the m/gf$E b*urden 
5re>. /Even 
"the 

thesfe-tax Payments while rece 




,tfie rural new town jwill st/y wjth c6rpora- 
m owners The cbft of trie* new town .scffools, 
r ed to-tlies^abse^tee owners in the/sur- 
Y,will remain iji the school distr^i, and 
^ysteii However, -^hey **ll not control the 

the school district wiKj>e 'based on one" 
nabl^ng the rural jjew town residents to 



but> 



prA, 
under. r< 



per 



tVJ^ ll yments whlle recefvlng^state <sehool aid. \cL v 
P^y«/ he CaS6 ' th % e ^trof^the school system wiU be 



rauaji incp»^j:he school 
within /Several years 
' r s£Xool fiaaftcing in 
)y tax to support the 
Jopment/laW will still 
^stat^ 'school aid. 



largely M e^porffid. 
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POTENTIAL PROPERTY TAX SAVINis"' 

It is difficult to estimate 
accumulate, but V roWlTWt 
assessed valuation,* o|r abo 
new town per year, j iln term 
significant; amount, con 

^\ r ^3tively ioW^ to .7„. u 
[0Zal ^^ernmensf b\md>^ The result^ effecti 



x savings 
'15^$ 10 for 

e total jc 
^doll^rs , ihrks 

the town 
interest rate u 




.00 



k hese measlnrSs mil 

e yrural 
be ^ W r Y 
e frna^ced 
uaranteed 
£ Xj:T^cing^r£te 
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fO^ rne rural new/^Q»»«will £hus' be between 4% and 5.5% without 
any direct outs^rdV^^bli^es . . v — 
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Since all of tfie .r^sldent^of the?rural new will be coop- 
erative or indivi'-d&a^nome ywners , there will be additional 
benefits for the ^community in this case, they will take- the 
form of stat/Vtax subventions that go to home owners but not 
torrentejfcs Xcooperatiye housing isSconsidered a- form of home 
' oimeviKp). *These savings will equal about $200 per household- . 
per year, based on current statue law. .Ultimately, a_total 
state subvention of about one million dollars per year will 
go to the tax increment district for financing the .rural new 
town. • . 

"in/addition, under present law elderly. home owners will receive 
talc rebates from the, state for any property taxes they pay. 
"Defending on their incomes, up to 96%, of their property taxes 
will be returned. Under pending legislation, from $7,500 
incSme per year on down, 1001 of- the property tax will be 
reba\ed. Since the elderly in the rural new town will be • 
cooperative' or individual home owners, this will provide addi- 
tional savings. * 

Furthermore, cooperative^ and individual home ownership will v 
enable the rural new town residents to take federal and state 
income tax deductions. However, because most of the property 
•taxes will be rebated and the mortgages cut, these savings will 
not be' as significant as they would be for t-he normal middle 
income home ownSr. But they will still represent some additional 
savings for residents. 

SUMMARY AND CONCLUSION 

In summary, the. rural 'new town expanded from Huron will realize f 
very significant reductions or savings in capital costs and tax 
costs which will be made available by internalizing and mirror- 
ing the local economy,, and maximizing existing local -govern- 
mental authority for the good of the community. This, combined 
•with land reform forms the basis for the economic development 
-strategy we envision for the west side of the San Joaquin 
Valley. • 

In fact, "the savings from these methods are potentially so 
significant that? families living in the rural new town will 
have middle class incomes an,d also in effect receive their 
housing free. The benefits of land reform^ labor-intensive 
farming, increased land productivity and. devil opme^tof a rural 
hew town will convert farmworkers to farm owners an^S^peatly 
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increase their 
financial, owne 
about 25% of re 
This will be en 
economy of the 
the new middle 
living. The re 
how -the. benefit 
v ~munity wheth 
m lower food cost 
services . 

; * \4> 

TRANSITION PfiASES 



incomes . But in addition, because of the other 
rShip , and governmental arrangements outlined, 
sidents* annual income will also be retained, 
ough to provide free housing. In effect, the 
tax increment rural new town at Huron will raise 
income family to an even higher standard of 
sidents then will have the option of selecting 
s of cooperative development return to the com- 
er in the form of low cost or .free housing, 
s, no taxes, or free medical care and community 



FROM HURON TO THE CRURAL NEW TOWN 



COURSE OF ACTION 

Transition development phases for the Huron area should include 
the jimplempfvtl^tion -of the agri-park strategy described earlier. 
Assuming political control ' in the area, several other prelim- 
inary 'steps should also be tajken; The , first would be adoption 

Huron} „ -The* ^ity Could then purchase the 
esen^ly within, its city limits, find start 
"iai 



of a city charter i ; 
agricultural lan" 
to annex surroun 



Huron/should then es^tabl^ ^ ;L ts\elf - as. a lax- increment district 
through the community rede>^^ROT.ent'*law/ Us^ng. ti%e -added 

;t, Huron d^id-.p^rcha^'e^land, make capi- 
tal improvements losing* city Sinlto^irig; and »serve as a community 
development trust. The .townlcdujfl- aYso use r Xt$ redevelopment 
agency and tax increment f una" in coniuncMob; \n. th-hpusing and 
commercial rehabilitat^oh^an^ n-ew^ deWlopn^lt . Huron would 
become an agri-vil lage , ^testing °/tKe e^rly parts of the rural 
new town strategy. ' , e s ( " ^ " 



PROVISOS 




complJLca- 



However , he^avy costs for legal seWifces , ^Qnds. and A ^ 
tioris accompanying th^ various pud 1 fc - pr i v*at eT a|eW i e s could 
result. At present, Huron may 1 b/e^ t^oo .small t^su^pojt^such v 
planned growth. The community/ lo'cai govfernineift parbeishy) 
may have to wait fdr aj.&rge enough 6 economic *^and admiiy^trk- 
tive unit 'to support i^'\Th^ annexing /pr,okess ,4 fW instance, 
i woul,d have to take place ]l^£ore ev%n considering the complex 
H community/local g o v e r n m ^ r^-3fx 4*ng sine n't sV- w e Have discussed. 



J \ 



:y/ local governing 
ALTERNATIVES ' ' Z^.S 

One alternative would be to f inanceV thg^agr i- village through 

conventional methods, if feasible.?- ' 

• 73 



might i^e to use 
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^^•the^tax iltoement^atstrict benefits through a county as opposed/ 
V ? : id City^aeve^p«i^nt agSuicy 4 

; . ; APPLTCABI £lTY T<|. 1 PRpENT PROGRAMS ' j 

. ; Regardless ojf xhfe £r<^>lems that may be anticapated •iwtcoordin- 
>'ting the trains itixm phases, each of the specific pfSposals 
; for the rural new * town should.be studied for its applicability 
to present programs. For example, tax exempt bond financing 
and tax increment revenues could be used^to improve existing 
housing conditions in various communities in the Central Valley, 

• •'■ ^not just Huron. Rental housing could\ be rehabilitated and 
''"turned over to its residents as cooperative housing (see ABAG 
proposal in the Appendix). Here and now benefits may be real- 
ized from the transition steps and specific aspects of the 
overall economic development strategy short of the ultimate 
creation of the rural new town. \ 

y i ■ ■ 

FURTHER STUDIES --COSTS AND TIMING 

■ 6 1 I 

The cost and duration of further rural new town development 
studies vary with the amQunt of detail required and with their 
* intended use. There are four leve^fe of community planning that 
can be pursuer 1 ; 



MORE DETAILED STRATEGIES FOR THE RURAL HEW TOWN 

• * 
This -would include more detailed legal, ec<^^m|cand financial 
analysis of the rural new ''town than provided) -^^th is study and 
would also relate to cooperative agricultura^j^evelopment^ and 
land reform on the West S„Lde. The project would take three to 
six months, and cost from $5,000 to $1"0 ,000 . 

PROTOTYPICAL NEW COMMUNITY PLANNING fOR THE WEST SIDE 

This would include the first op'tion, plus an economic and 
financial* model of the rural new town to test various financing 
schemes , ownership arrangements, population densities, physical 
development patterns, and various assumptions about- the local 
and regional economy. The project would take six to nine 
months, and cost from $15,000 to $20,000. 

DEVELOPMENT PLANNING OF POTENTIAL SlYES ON THE WEST SIDE 

Sfcis sttftiys would include the first and second options, plus 
provide generaj physical planning for site locations. The 
project would take nine months to one year, and cost $25,000 
to $50,000.' ' • 
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RURAL NEW TOWN - DEVELOPMENT PLAN 

This study* goes beyond previous strategies and prototypes to 
select a specific site- and development plan. It includes all 
of the above options, then plans land iise, roads, utilities', 
and "the overall economics of the area. This option is similar 
to what would be required if an application wqre made for a 
HUD Trstlef VII New Communities guarantee. The project would ta 
a yearVto a year and 3 half, and cost $100 , OOO^to $150,000.. 
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INCORPORATING A CITY 

No petition for' the incorporation of a new city 1 , may be circu- 
lated* until approved by. LAFCO.' 2 A proposed city must have at 
least 500 inhabitants. 

Once a petition is approved by LAFCO it must be signedfj^ at 

least- Z£% of the. registered voters in, the proposed area. Then 

hearings 'must be held on the proppsed incorporation. The Board 

of % Supervisors has the power to decrease the area^ included in 

the proposed city. Furthermore, the incorporation proceedings 

may be halted by owners of - 511 of the total assessed valuation 

in -th,e proposed area for incorporation. 
? ✓ ■ * 

PROCEDURE FOR ADOPTING- A^HARTER 

Any city may adopt a charter. .(Government Code 34450) 

(1) Adoption of a tharter (Government Code 34450 et seq.) 

(a) Upon petition by 15% of the registered electors of a city 
or a majority vot^e of the governing body of the city, an elec- 
tion shall be* called in which electors shall vote on ,the ques- 
tions "Shall a .charter commission be elected to propose a new 
charter or to revise the charter?" and who shall serve on such 
a charter commas si oh . " f Government Code 344§2 and'34453) 

(b) ^ A ^ote on tlje proposed charter shall be held on the next 
established election date not less than 74 days from the pub- 
lication of the proposed charter. (Government Code^34457) 

(2) Alternative Procedure (tKis is the easiest and preferred 
method) *> 

(a) A proposed charter ma/ be submitted, by the governing body . 
of th$ citato t|he voters. (Government Code .3 445^8) 

(b) An election on such a proposed charter, sh^ll be held 
within not less than 4X1 Hays nor more than 60- days after the 
completion of advertising in the official paper. (Government 
Code 34458) • < A- { 




1 See Government Code § 34300-34333. Thtfse sections contain 
rules governing the "shape 11 aiid. types* of laiyi-which may be inclu 
ded in prop'osed cities. ■ 7 



2 ' * 

Government Code 34302.1. 



The only possible disadvantage to adopting a charter is the cost 
to a city of holding a charter election. 

ANNEXATIONS * V 

No annexation proceeding shall be initiated without the consent 
of LAFCO. (Gov. 35002) > . 

(1) Annexation of uninhabited territory . ^° v# 3 5S00 et seq.) 

(a) uninhabited territory defined: ^ 

Less than 12 persons have been registered to vote within 
the territory at the time of filing of the petition or the 
institution of proceedings on motion of the city legislative 
body. (Gov. 35303) 

' (b) , initiation of annexation: 

Upon receiving a written petition requesting annexation 
signed by the owners of not less than one- fourth of the land 
in the territory by area, and by assessed values... the legis- 
lative body shall without delay pass d resolution giving 
notice of the proposed annexation. (Gov, 35305) 

A hearing on protests to the proposed annexation shal,l be 
set between 40,to 60 days after the passage of the proposed 
resolution.; (Gov. 35307) ^ 



The legisJ^inTe body of a city may initiate annexation, 
roce ^ 

3i a 



pyoceedinjg^cJn its own without requiring/avpetition. (GoV. 



-otest by property owners: 

No^rurther proceedings (for annexation) shall be taken if ^ 
protests are made by owners oi one-half of the value of the 
territory \to be annexed. (Gov. 35313) 

(}d) adoption of annexation ordinance 

If a majority protest has not been made, the^^ty shall 
approve or disapprove the annexation within 60 days aftfer the 
hearing on protests. (Gov. 35314) " 

(e) taxation of property in annexed city to pay indebtedness 
&£ annexing city: • 
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Written consent of owners of two-thirds of the value of the 
territory must be obtained before property in the annexed ter : 
ritory may be taftced to pay any indebtedness contracted prior to 
the time of annexation. (Gov. 35319) 

(f) annexation is prohibited if it leaves unincorporated ter- 
ritory completely surrounded by the city* (Gov. 35326) 

(2) Annexation' of inhabited territory (Gov. 35100 et seq.) 

(a) Consent, of the city^;legis.lative body must be obtained 



(b) Petition by residents of proposed annexation area and 
Protest: Upon the submission of a petition by one-fourth of 
the qualified electors of the proposed area, the city shall 
submit the proposal to the voters residing in the territory 
(Gov. 35116) unless a majority protest is made to the annex- 
ation. (Gov. 35122) " . 

(c) Annexation proceedings shall be halted if protest is made ^ 
by owners of^ one-half of the value of the territory to be 
annexed. (G,ov\ 3513L) 

(d) Adoption of jpdnexation ordinance: If a majority of the 
voters approve tl^e annexation, the legislative body may approve 

the annexation. CGov. 35135) 

■ » 

.(e) If the legislative body fails to approve the annexation 
it shall submit the proposed annexation to the voters of the 
city. (Gov. 35136). 

(f) If the value of territory • proposed to be anne^|^ is equal 
to one-half or more of the value of the land in the city or 
the number of qualified electors in 'the city is equal to one- 
half or more of the number of electors in the city: The pro- 
posed annexation shall be submitted to the electors of the 
city or in the alternative the legislative body of the city 
may terminate the annexation proceeding. (Gov. 35133) 

PUBLIC UTILITIES DISTRICT* 

(1) Formation V. 

(a) May be formed in unincorporated territory. (PUC Sec. 15701) 

(b) Petition for formation may be presented by number equal 
to 15% of votes cast for governor in previous election. 



Public Utilities Code, 15501 et seq. 
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(c) Board o£ supervisors may dismiss petition if it finds dis- 
trict uneconomic or unfeasible (PUC 15738), or it may alter 
boundaries. (PUC 15736 and 15737) 

(d) District shall be formed if approved by a majority of the 
voters. (PUC 15791) " 

(2) Powers 

(a) A district has the same powers with reference* to iirfpr<^fe-r 
ment districts as are conferred upon irrigation districts by.' 
the Water Code Sec. 23600 et seq. (PUC 16407) 

(b) A district may acquire, construct, own, operate, control, 
or use within or without or partly within and partly without 
the district, works for supplying its inhabitants with light, 
water., power, heat, transportation, telephone service, or other 
means of communication, or. means for, disposition of garbage, 
sewage, of refuse matter. (PUC 16461) * 

"(c) A district may acquire, construct, own, operate (etc.), 
a fire department, street lighting system, parks, playgrounds, 
...buildings to be used for public purposes.... (Gov. 16463) 

(d) Powers of fire protection district. (Sec. 13801 H. § S. 
Code,) (PUC 16463.5) 

(e) May issue bonds. " 

(f) Funded indebtedness may not exceed 20% of assessed valua- 
tion of property. (PUC 16573) f 

(g) Maximum interest on bonds is 6%. (PUC 17003) 

(h) - Only revenue producing facilities shall be acquired. So 
far as possible governing board will fix charges to pay for 
expenses. (PUC 16467) r s 

(i) Exceptions which do not have to be revenue producing are: 
fire departments, street lighting, parks, public buildings, 
road works. (PUC 16467.1) 

(3) Who Wyerns: elected Board of Directors. (PUC 15951 • et 
seq.) 
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MUNICIPAL UTILITY DISTRICT* 
(1) Formation 

(a) V^ny public agency together with, unincorporated territory, 
or two or more public agencies, with or without unincorporated 
territory, may organize and incorporate as a municipal utiTTty 
district. Public agencies and unincorporated * territory included 
within a district may be in the same or separate counties and 
need not be .Contiguous . No public agency shall be divided in 
the formation of a^district. (PUC 11561) 

(b) Request for Formation by Legislative bodies of public 
agencies: must be made by legislative bodies of half or more 
of public agencies to be included in the proposed district. 
(PUC 11581) 

(c) Request for formation by petition of electors: may be 
presented to the board of supervisor? of the county containing 
the largest number of voters in the proposed district. Must 
be signed by ten percent of voters. (PUC 11611) 

(d) Upon receipt of request for formation/by legislative 
bodies or by petition of electors, the board of supervisors 
shall call an election. (PUC 11641) 

%2) Powers ' 

(a) The District Board shall supervise and regulate every 
utility owned by the District. (PUC 11885) 

(b) Power to acquire utilities for supplying inhabitants , .with 
light, water, power, heat, transportation, telephone service, or 
other means of communication, garbage, sewage, refuse. (PUC 
12801) *' 

(c) Power to incur indebtedness: a district may borrow- money 
and incur indebtedness. 

(d) No indebtedness shall be incurred exceeding the Ordinary 
annual income and revenue of the district without approval of 
two-thirds of the voters, voting on the proposal. (PUC 12841) 

(e) Debt limit: No district shall incur indebtedness which 
in the aggregate exceeds 20 percent of assessed value within 
the district. (PUC 12842) However indebtedness which has 
been supported by the revenue of a utility for over three 



*Public Utilities Code 11501 et seq. 
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years shall not be included in the above figure: (PUC 12843) . 

(f) The district may issue revenue bonds. (PUC 12895) 

(g) Taxation: There are broad taxing powers for district pur- 
poses. (PUC 12891-12893) 

(h) Bonds: Maximum interest rate is 7% (PUC 13207, this may 
have been amended recently), two-thirds vote required. (PUC 
13211) 

(3) 'How governed 

(a) The district shall be governed by a board of five direc- 
tors. 



(b) District shall be divided into five wards, drawn by boand 
of supervisors. (PUC 11641 et seq.) ... 

COMMUNITY SERVICES DISTRICT* 

(1) Formation / 

(a) May be formed by the people of any unincorporated terri- 
tory within one or more counties. (Gov. 61100) 

(b) A petition for formation must be signed by at Ifgast 10 
percent of the registered voters of the proposed disfrict. 
(Gov. 61103) 

(c) The County Board of Supervisors may teri^dfnate the district 
formation proceeding if it finds that the formation of the dis- 
trict is not in the public interest or not feasible. (Gov. 
61114) Or it may alter the boundaries of the proposed district 

(d) The election shall be conducted in the manner provided 
for general district elections. (Gov. 61124) ^ j 

(e) ' If majority of votes is cast in favor of the district 
formation, the district shall be formed by the board of super- 
visors . (Gov. 6lf27) . , 

(f) Z6nes also may be established in a district with the Same 
powers as the district. (Go;v : . 61770) 



(2) Powers** 



Government Code 61000 et s$q. 

A it I 

Government Code 61600, 
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(a) supply water for domestic use, irrigation, sanitation, 
industrial use, fire protection, and' recreation. 

(b) sewage, waste, and storm water. 

(c) garbage. 

(d) fire protection. , ^ 

(e) Vecreation. 

(f) street light ing. 

(g) mosquito abatement . 

(h) equipment and maintenance of a police department. 

(i) libraries. 

(j^y streets (subject to county approval), 

(k) others ^ 

(3) Taxation and Bonds 

(a) Indebtedness paid for by ad valorem tax on real property 
shall not exceed 20 percent of assessed valuation. 

(b.) > A majority vote shall be sufficient to authorize the 
issuance of revenue bonds and two-thirds vote shall be 
required for general obligation bonds. 

(c) Short term borrowing is allowed without holding an elec- 
tion ^pon two-thirds vote of the governing body: Maximum 
period of f;Lve years and maximum interest rate of 6%. (Gov. 
61742 et seq.) 

(4) How governed * 

Elected boardof directors, unless district formation 
petition provides that board of supervisors shall cons titute 
boardof directors. (Gov. 61102.5) t - 

t " 

county Service area* , ; 

(1) Formation . 

*Go^fernment Code 25210 et seq.^ 

% 
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(a) May be formed in unincorporated areas ;of counties. .. 



(\)) / May include^ incorporated areas s i\£ c.ityVlegislative body 
consents. (Gov. 25210 . 10a) < . 

(c) Formation proceedings maV^be coSfenced by b'oard of super- 
~v r i"sors or voters petition . ' ' J \ . - X ^ 

(d) - County board of supervisoj^-Jp^ (i) 'abandon formation 
protefedings, (ii) form dist^cT^Cthout . the consent of the 
voters, (iii) form district subject to consent of the. voters , 
(iv). decrease area included in thQ proposed district". ^(Gov. 
25210. 18) , > 

(e) Fifty percent of voters or owners of 50% Qr more' of . land 
varue may block formation. (Gov. 2 5 210.17a) * 

(2) Powers , . ; , t< f * 

/(a) Police protection, structural fire protection, loca£ par^T,/ ' ;\ 

'recreation or-' parkway ".facilities, library, - : television trans-; 

'lator facilities .(specified circumstances) . *. JV- ... ^ ^ ' : %j< 

(t!) The service area also has tY\e following 'pcrwers subject 
consent* of board of supervisors or if included in f orpatiion 
proposal (miscellaneous extended, -services)': water service, ^l;^ ' - 
sewer service > pest control, street sweeping . and J^ghting ,v> ' ; 
refuse collection, . garbage - : ->:y -re- 

servation andk^irainage control /Vanimal. control . .(Gov., 25,210-. 4a> 

(3) Taxation ■* ' . , . V r ]•< 

(a^ County Board of Supervisor's may v levy> tjtx^s . , (Goy. 25210 . 7) 
(b) Zones wi^h varying rates may be established. (Gov. 25210.8) 

(4) •Bonds , . . * y \' . 

(a) - Al>-electors may vote, 6 .(Gov. 25211.1^ .. 

(b> Two-thirds vote required fpr. general obligation Bronds. . 4 
(Gov. 25211.14), ... 

(5) How governed ¥ * 

/ # .< 7 

County Boafd of Supervisors .acts • as governing body. 

■ '\ ■ 83 ' ; '': ' 
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THE POTENTIAL OF COOPERATIVE 
HOUSING By Edwarj^Kirshner^nd Eve Bach* 

Non-pijo^^.cooperative ownership of housing 
can be r t^fb8ginning of a solution to thechron-*^ 
ic housing problems of low-to-modefate in:V 
come people. Housing^prices can' be lowered ,\ 

\because oND savings inherent in the coopera- 
tive structure, and (2) saving* derived from a 
program built around a partnership* between 

•non-profit cooperative bousing corporations 
and local governments— both cities and coun- 
ties. ; ^ ; 

Such a comprehensive program, formulated by ' <■ 
the authors, is designed to assist low-to-moder- 
ate income people who are Overwhelmingly 
renters. Housing provided o by this program' 
would refrain perpetually ayai lable to'-;the low- 
to-moderate income population. "J 4 

» . • • ■ » 

* In most areas, the progranri would have greatest 

applicability *to the rehabilitation of housing 
converted from rental to cooperative owner- - 

* ship.. It can also be used with equally favorable 
results in new constructioji. ■ ^ 



Cooperative Ownership : 
People can Own their housing cooperatively by 
means of a non-profit cooperative corporation, 
which would hold one mortgage and retain 
equity for alj fhejncluded housing. Coopera- 
tive members would own and control their cor- 
poration by purchasing shares— one share per 
unit/onfe vote pe^share. 1 

\ ■ •* ' ■ ..' 

Beca use tx>o perat i ve^ hou s i n g ca n be ' i 00% 
nanced (a prerequisite of the program), the ^jjr- 
poration does not need to raise significant capi- 
tal 'from its members. Thus,- the cost of a share 
can be nominal— little moce than first and last 
months' payment. Montbjy payments vyou Id be : 
set to cover the members share of the common 
mortgage plus expenses. ^ .. 

Tax Advantages , ^ ■ 

By transforming. people who would otherwise" 
be tenants intOojowners, the cooperat^p makes 
them eligible for homeowners' tax advantages. 
Cooperative owners can deduct property tax 
and mortgage interest payments for California 
anfl federal income tax. purposes. More import 



• The views exfkessed are those of the authors and not of the Association. of Bay Area GoverrjmeQ& Both authors have planning and 
research backgrounds', and are presently consultants fn jhe Bay Area on the use ofcooperative arrangements to lower housing costs. 
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jkntly, each cooperative mem^Wk-eligible fop-k 
the homeowners property t^fcxemption on 
the first $1,750 assessed value par tinit. 

For low-income elderly, cooperative ownership 
offers even great^r>«x advantages: up to 96% 
rebate of property tax payments or 1 00% prop- 
erty-tax exemption " EldpfffV renters in market 
housing are ineligible for^his relief. ^ 

Refinancing and Peal ^jtate Transfer Costs 
Because mortgage and equity are retained by 
the corporation 'rather than by members indi- 
vidually, no relin&i&ng occurs. To transfer 
ownership, tly Member who is moving, out 
would sell his or her share back to thefiubjaera- 
tive for cost (possibly adjusted for inflat]on)Ht 
The cooperative dorporation would then resell 
the share for thqjfcne price to a new member. 
The 6% real +$Wie ,feeV arid other 'transfer 
charges would play no part in this transaction. 



Cooperatives as Prerequisite for a 
Comprehensive Program 
By^acting as mortgage lender to housing^coop- 
eratives, local governments, at no cost to them- 
selves, cgn allbwgadditional price r^uctions. 
From savings (such as pension, funds) or their 
| borrowing powers (tax exempt bonds, f<ir' in-; 
■ istanpe) loans can be issued to the housing co- 
* operatives at betow market rates. Jhe loans can 
be structured as index loarfs; payments are ini- 
tially very low and increase only with the cost- 
of-living or some other price index. 



Further, local government can establish owner- 
ship to the land where the housing cooperatives 
are located, ahdthpn defer land rent until after 
the mortgage on the housing is paid off. 

The above mfethodsto reduqe housing prides do 
norf contain local subsidies. Yet they allow 
housing that at market rents would .requir^a 
minimum annual household income of $14,000 
to be provided to* households with incomes of 
$7,000. Poorer households can.be reached with 
limited Subsidies, such as property tax exemp- 
tion on land. More expensive subsidies,,such as 
,Vent supplements and rehabilitation grants can 
be applied. Sources for the subsidies might bf 
special revenue sharing funds, housing allow- 
r anc£$,,or the money raised by a capital gains 



TAX INCREMENT FINANCING OF 
COOPERATIVE HOUSING 

By E. Kirshner and E. Bach* 
The preceding proposal for a partnership be- 
tween locaf government and a non-profit coop- 
erative housing corporation can be sfc/ccessfully 
combined with tax incremertt.financing. As de- 
scribed in the Winter, 1973 i^ue of this news- 
letter, the tax increment district allows for 
property taxe* on the additionaWalue gener- 
ated by redevelopment to be returned, to the 
redevelopment district for debi^ervice qp land 
write-down, public improvements and reloca^ 
tion housing. 

V tyo' election is needed to issue tax-exempt 
bo%Qs in connection witfva tax increment dis- 
trict. The usual penalty, in the form of in- 
creased property taxes on rehabilitation, is re- 

* moved. • 

However, retaining the tax increment^ within 
the district may represent a .local subsidy. If* 
the housing generates additional local costs, 
these 1 are paid by the rest of the community. 
Often the tax increment district cIgnbs not in^ 
volve local subsidy. For example, rehabilitation 

v housing does not entail increased costs for oth- 
er ? J$4fisdictions. New housing for the elderiy 
dbesfiot increase ^sohool district costs. 

In case§ where tax .increment district financing 
Would " involve" subsidy; public pohcy deter- 
mines whether the rest of the community is 
willing to absorb any added c<*sts. In any case, 
since the tax increment district dissolves when 
debt service is complete, the redeveloped prop- 
erty is eventually fully t^owisdrto the tax 



rolls. 



tax pn real estate transfer. 



8 



The Case of the Elderly ? ' vj: v ' 

Consider a case that illustrates the; potential 
benefits of using the tax increment district in , 
conjunction with^the preceding proposal on 
housing for the elderly poor.' As cooperative 
members, they would pay their property taxes 
on their rehabilitated housing, and receive most, 
£f it back from the state in rebates. Yet the, 
^xes they paid the district wQuld also come 
back to help finance the cooperative. £ 

Thus, housing that would require a minimum 
( annual income of over $12,000 at market rents 
would be affordable by elderly people with jn- 
comes under $4,000 if they live'in cooperative 
housing within the redevelopment district. 
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Industrial development bonds 
are bonds that aVe issued by or on 
behalf of a state or local govern- 
ment unit and th^t.meet ^ne or both 
of the following criteria: (1) the? 
proceeds of the /bonds are to be used 
in the trade or business of a private 
' company, and (?20 the payment of 

* , principal or interest on the bonds 
is either secured by an interest in 
the property used in the trade or 
business of the private company or 
.^secured by receipts from the use of 
thfe coifipany*s afs6ts"; ' In a simple 

\ - situation .this^migh't mean : ,that a y 
city or q^ty^^i^^s mpney from , 
the gene'^/.i 

fh^rig^ -^o^ ^» l*t>^d^ - ^n^Hises this mon4)f Y ^ 
* t<£WW f ^W-Ojjy^ th at is ' 

Tch\«&uid • ^^'GPC.: ^fF^^ondsVWi'll 



Ctonlsidefed tax^exfijj 



if the Ideal 



is # p^perly ' 4fr 



Tax-JExempt Industrial 
Development Bonds . 

As all the CDCs know, borrowing* . 
capital is an expensive proposition 
in today's money- market . Interest 
rates are soaring and the percentage 
Of ..the total cost of a project that 
ma^ be borrowed from traditional 
sources has been falling. Govern- 
ment subsidy and g;ii*antee programs, 
such as' FHA 236 be low-market interest 
rate for housing and EDA's public 
works grants, have also been re- ^ \- 
duced. - Thus, it is important to Vfe 
aware- of all potential sources 
"cheap" (or at- least less expensive) 
taoney. - One S&rcfe that^as general ly ; 
been overlooked by ^inmunity groups , 
is tax-exempt industrial! development 
bonds. (A tax exemption j^veans that . 
the interest the investors receive W 
on the bonds will not be subject to 
federal income taxes:) t 



Issued .bJ/Vi^" 
•ifterits sre tax-': 
5a t development 
^■■!£fcerfp.t un \e ss th^y 

-, x , c«rdHxi jcit.eg^r^f v 

, These . qat^gorSyfe^ cbtf'tfr a^arige : of^ 
|»prQj>cts ^^t.ltf^fie >^J^at,i'n^VM 

Cregard7i§5*/o!f v ^amb,uiit)^Usued to 

* p^i1^SVt>» a!^iyi t i6^. 

(IJ^residenti'a^ „ 
*mrtsV . ^2) *pbr£& 




;#In^eAt#e,jC f afl 




nil} 



" \fa«-UfeieSi - '-(50, -coi>vert|j.orr-; or trad£^ 
4 ' 1^?' facii^tsi os » " J>4 ) fc'frpfcrt's., docRs/ 




- f^cilitiers ;^ <G*) 
ciiitieac {6).^ , <l* 
isp9^T^|faciatiesl' 

e lodal furnish-: ,« 
d^^er^^s^Vcsl £. 
! p^lutiph T^Qi litres ; 
lities ^^if^rn^hing* 



$ewage 

A^blid jwa 
^(7) f^ 
ihg of 
4 ^ir or . 

(9) - _ 

^ water Af J the 7 public has ^asoQable. 
> access) >■:. *c. ^ * 
v. 

There is also aji exemption for 
bonds; Issued in relatively small v 
amount^of face value. If the pro- 
ject V^be built for $5 million or 
less tfre bond will .be. tax-exempt. 
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However, theh is a complicated way 
cletermittfnV whether the- $5 million : . ... 

;-if»it;-is # cj«:tf&ded . All prior x$iixes, 
bonds fo* facilities to be u*cd 

>y ;the GDC br its affiliates in the 
same incorporated municipality or 
located in the same county (outside y 
the municipality)' must be counted ' \.\ 
when determining whether the last 
isstoe exceeds $I>foillion. For example, 
if four years earlier the CDC had - 
used $3 million worth of tax-exempt 
bonds to build a factory in a given 
city, the same GDC cann6t now raise 
more than $2 mill ipiri^v means of tax- 
exeiiipt bonds for a^ecohd factory in - 
the same^city. Ii#add'i^ion,' if the 
project exceeds $l.mliion f the law 
requires that all saMtal expendi- - 
tures made on or ■ fiM^thi CDC facili- 
ties by anyone wftljun, three years^ 
prior to or three years ^f ter the 
bond issue in question mu^J be added 
in determining whether the $5 million 
limit is exceeded. A case of ex- 
ceeding the li^C is meOin which 
the CDC sought at^ndyissue of $4.5 
million for an.'inAxgtria,l facility 
to he placed in ai\industrial park 
developed by the tow?TNon. vhich the 
allocable portion of tnb town"s 

previous investment exefceds .$500, 000 > 
A s'econd example woulcy be one in 
which a CDC purchases J a 2-year-old 
plant for $1 million built by another 
company at a cost of million 

, and wishes to get a bond is.sye to 

Inake $3.9 million worth -of alterations 

^aiiii^additions • .•■<* ' ^ 

* * Despite these examples of re- 
'stations there is a substantial 
sdfpH within which a CDC could make 
use of industrial* bonds* jThe real 
questipn is what benefits the CDC 
can* expect. 

^ iihen such a deal is properly 
Structured, the advanta^fes to. the 
CDC of^this.kindo£ financing are 
twofold. The cost of borrowing the 
.money will be less, and 100 percent 
financing will J>e' available. The 
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; cost of borrowing the money will bg 
less bec^$e;*Lendcrs will accept a* 
^v.; ; v lower ratfc of interest when the in- 
I*. tere$tj/wiljl hot be subject to federal 
^ C a^ In addition, 

'*$ffic^%ixy be additional tax benefits 
^ffor example, local property tux 
.exemptions). Finally_the bonds will 
often be sold in a different market 
(local or regional) than non-tax- 
exempt bonds and such a market may 
f accept a lower interest rate. 

On the other hand 1 , the costs of 
' 'selling the bonds are usually higher, 
and some municipalities charge a fee 
when they are the issuers. CSelling 
tlie bonds may turn ov^t to be ,a prob- 
lem because of t£e difficulties that, 
are often involved in finding a 
broker.) Therfe may also be addition- 
al construction costs as the pr^ceechw 
of such bonds are often seen as pub-" 
lie; funds, and restrictions such as ^ 
public bidding cm construction can- ."> v " 
tracts* may. be required. The costs. ,»V 
will probably be ^prohibitive for 
issues of Hes£ than $1 million. 
Also, the minimunv feasible bond 

r if the manner ' 
s requires *that 
ith the- Securities., 
fipn. One, point 
iSfds will not 
/Sredit rating 6f ^ 
her the credit. 
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issue will be 
of selling tfta fio 
they be regis te 
and Exchange Cq 
to note is that 
be sold using 
the issuer but r 
rating of the CD 



o _This is because - 

the bondholders are dependent on the 
CDC project; revenues for repayment 
and nqt'on funds of the issuer. 
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In some cases the CDC may tie 
able to obtain 100 percent financing 
of the project with industrial devel- 
opment' bonds and thus eliminate the 
need -for' any front -jend capital. For 
issues of $1 million, (or v l%js, when '« 
sales costs permit); it' is jjpss'ible 
to. obtain 100 percent financing for 
the cost of, land. and all property 
subject to depreciation, but tjiere^ 
can be no financing of working capi- 
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tal. For issues o&l million td 5 
million tho financing can cover ail 
equity capital expenditures (deprec- 
iable or not) , but again none of the 
issue may be used for working capital. 
If the project is for pollution con- 
trol, there are slightly more lenient 
rules. 

This article is not written to 
encourage COCs to think that $5 mil- 
lion, for instance, is there for the 
asking- The ^issuance of bonds pre- 
sents^ubstantial problems that in ■ 
mapy cases will keep a CDC from using 
this form of financing. 
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iovtSer, if a CDC makes a deci- 
sion to try industrial development 
bonds ,< it should be careful to get 
an agreement with the^government 
issuer before the project is started. 
A public purpose must be shown for 
bonds to be tax-exempt; and the pub-^ 
lie purpose for industrial development 
bonds is that the issuer is increasing 
employment by inducing the CDC .to 
construct ^'facility that the CDC 
would not otherwise build. CDCs 
interested in this kind of financ- 
ing should contact the local govern- 
ment"- entitriesr and- agencies, that -have 
the power to issue industrial devel- 
opmerft bonds, a. loca^ attorney who 
specializes in bonds, and ^ bond un- 
derw^itet to determine the^ga^ncial 
feasibility of the project, 
^p^jfn'; \ ^ ^ * 
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